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Q- 1. Beeeipts and payments Aeeoimtfop the year ended 
Decdulber ISfPt 


Opening Balance : 
Cash in hand 
Balance at Bank 
Snbsoriptions : 

1946 

1947 

1948 
Hall Bent 
Interest on secn- 

rities 

Donations 

Telephone 

receipts 


for 1948) elm 


W Mepfrone (foarges 540 

Electric charges 250 

500* Stamp and stationary 600 

20i000 levelling 150 

750 Meeting Expenses 500 

1,260 Bent 5.400 

Library 8,000 

1.000 Donation of Political 

10.000 Agitation 6.000 

Closing Balance 

50 cash in hand | 810 

Balance at Bank 82,600 


Bs. 54,350 Bs. BifiBO 

Hie following additional is available :~(a) The Association 
holds 3% Q. F. Notes amounting to Bs. 40,000. (b) The Library 
^Account stood at Bs. 20,000 on 1st January, 1947. (c) The donar 
tions of Bs. 10,000 are to be founded for a prize to be awarded 
by the Association. 

(d) Hie outstanding liabilities are : 

(i) Bent Bs. 300 ; (ii) Printers bill Bs. 150. 

You are required to prepare an Income and Expenditure 
Account for the year ended Slat December, 1947, and a Balanee 
sheet at that date. 

Ana. Opening positi<»i may be shown by the atatB Tu«i)t of 
affairs as cast below. 

Statement o£ Affoirs (opening 
dabilitiea I Aeeeia 
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Income Ac Expenditmc Aecooni 


Or. 


E3. 





Balance Sheet 

as at 31st. December, 1947 


iaHlilies <r Fun ds 

Capital Fund (1.1,47) 81300 

^/M -Current year's 
excess of income 
over expenditure— 4010 

85,310 

Prise Fund — 10,000 

Liability finr expenses : 

Bent (outstanding) 300 
Anting & Statimieiy 
(outstanding) 160 

450 

Sobscription received 

in advance — 760 

(against 1^48) 


Assets 

Cash in hand 
Cash at Bank 
Investment 
Library 20,000 

Aid-Addition 
to library 3000 

Prepaid Expenses 
Accured Interest 


310 

32600 

40,000 


23000 

400 

200 


Total Bs. 96,610 


Total Bs. 96,510 









WBj ADVANCED A03OUN3PANOV S 

Q* 2. The following etron wete discovered in the books of 
M. Tarafdar afteir his final accounts were prepared. 

You are required to pass adjusting Journal entries and 
prepare a Profit and Loss Adjustment Account for the year 
ended Slat March, 1948, 

(a) Cash Discount — ^Rs. 12 was debited to the l^es A/o. 

(b) A credit sale of Rs. ISO to A. D. was debited to his accoimt 
but was not credited in the Sales Account, fc) Stationei^ 
purchased for Rs. 175 was debited to purchase A^unt, (d) A 
eecond hand Typewriter purchased for Rs. ISO was debited to 
Plant and Machinery Account, (e' A credit purediase of Rs. 65 
was posted to the credit of the creditors A/c. as Rs, 56. 
•{0 Repairs to Motor Car amounting to Rs. 100 was debited to 
Motors Car A/c. 

Ans. (a) Since the net Profit has not been affected, no 
entry need be passed at this stage to rectify the error. 

(b) The omission to credit the Sales account by Rs. 160 
resulted in indicating the profit less than the actual by Rs. 160/-. 
The effect of this omission will now be rectified by passing a 
journal entry as follows : 

Suspense A/c. Dr. Rs. 150 

To Profit & Loss Adj. A/c Rs. 160. 

(c) Since the omission did not affect the ascertainment of 
.net profit for the period no entry need be passed to rectify 
the error which is of simply the nature of Errors of Principle. 

(d) The effect of erroneous entry was that the Plant and 
Mechinery Account had unduly been debited while the debit 
should have been given to office Typewriters Account. The 
effects of the error may now be rectified by passing an entry 
as follows and posting the relative accounts accordingly. 

Office Typewriters A/c Dr. Rs. 150. 

To Plant & Mechinery A/c Rs. 160 

( Erroneous debit to Plant and Mach, account being written 
back ). 

(e) The effect of the error was that the creditor’s account 
had been shown less than the actual by Rs. 9/- (Rs. 65**56). 
This may now be adjusted by passing an entry as follows : 

Suspense A/c Dr Rs. 9/- 

To Creditor’s A/c Rs. 9/-. 

(f) Because of this error in recording the transaction the 
profit indicated by the P & L Account was less than the actual 
by Rs. 100 which may now be adjusted by passing a journal 
entry as shown below. 

Profit & Loss Adjustment A/c Dr. Rs. lOO 

To Motor Car A/c Rs. lOO. 

( Being the require to motor car wrongly debited to Motor 
Car A/c aajusted ). 
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Profit & Loss Adjustment 

as would appear after carrying 
ont the rectifications saggested arove. 



Bs. 


Bs. 

To Motor Car A/c 
„ balance — 

100 

By Suspense A/c 

160 

Profit on Adjustment 
Transferred to Capital 

60 



Total 

160 

Total 

160 


Q. 3. (a) Below yon are given the Trading AcoonntB of 
Mr. B. C. C^attegee, a sole trader, for two snccessive years. : 

1946 



Bs. 


Bs. 

Stock 

7,500 

Sales (Net) 

80,000 

Purchases 

Direct charges 
Gross Profit 

60,000 

2,600 

20,000 

Stock 

10,000 


Be. 90,000 Bs. 90,090 


1947 


Stock 

Bs. 

10,000 

Sales ( Net ) 

Bs. 

60,000 

Purchases 

60,000 

Stock 

9,000 

Direct chargee 
Gross profit 

3.000 

6.000 

Bs. 69.000 


Bs. 69.000 


Discass the probable causes for the variation in percentages 
of Qroas Profit on Tom over. 

* (b) What do you understand by : 

(i) Annuity of Depredation, (ii) Depreciation 

Fund method ? 

Ans. For a comparison of the profits for fbe two years 
tihose are expressed as a percent of the turnover in the manner 
indicated bdow. 

1946. Turnover is 80,000. 

Qsosb Profit is 20,000. 

So the gross Profit is : 

^^ xl00w26?S of Turnover. 
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1947. Tamover is 60,000. 

Qroes Profit is 6,000. 

So the gross Profit is :» 

100=10% of Turnover. 

Apparently there is the sharp decrease in the peroenta^eof 
gross profit in the year 1947 as compared to that of 1946. THas 
decrease in the percentage may be due to various reasons Hie 
chief of which may be summarised as follows 

(i) The obvious reason for the sharp decrease in the 
percentage of Gross Profit in the year 1947 may be attributed 
to Sale Price having been gone down. In the previous year 
goods costing Ra. 57,600 hed been sold for 80,000 whereas in the 
year under revied goods worth Bs* 61000 were sold fiw 
Es. 60,000. The lowering of Sales Price may however be due to 
various factors, the chief of which is depression in trade. 

(ii) Under valuation of closing sto^ and pilferage of stock 
may also be the fector responsible for decrease in the percentage 
of Gross Profit. 

(iii) Decrease in percentage of gross profit may be due to 

errors of omission in recording the sales or error in the shape of 
double recording of purchase and such other matters. But these 
Cannot strictly be considered as factors responsible for decrease 
in the percentage of gross profit since these errors are likely to 
te brought in accounts on scrutiny and audit of the accounts* 
No doubt the auditors or the person entrusted with the work of 
ecruting will concentrate on verification of sales ledger* 
Purchase ledger, Stock sheets in the face of this sharp decrease 
in the percentage of gross profit. ^ ^ ^ 

(b) (i) Annuity system of depreciation Acquisition of 
an asset involves a lay out of capital and utilisation of that and 
thereby to bring down the value of the same to zero at the end 
of its estimated life will naturally mean that a certain portion 
of capital f. a- the amount of capital spent in acquiring the asset 
has been eaten up. Practically this capital along with the 
Amount of interest which the same would have earned ^ had not 
been so employed in acquiring the asset is exhausted in course 
of the period for which the asset is estimated to run. Now for 
purposes of calculating depreciation on such assets the ca,{>ital 
omployed as well as the interest thereon are both taken into 
account. The system as explained is known as Annuity Method 
of Depvecicttion* Under this method an interest at a fixed^ rate 
is charged on the asset each year and thereafter the depreciation 
is calculated at the rate ascertained for such purpose. 

•(b) (ii) Creation of a sinking fund for purposes of replacement 
of wasting Assets is another method of providing for depiecj^ 
tion. The annual instalment of such a fund is consider^ as a 
•charge against profit and is accordingly debit^ to P&L 
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Accoont. The annual instcJments along with the interest 
aocnmnlated thereon just eqnalises the value of the asset at the 
end of the stipulated period and is finally transferred to that 
asset account in question so as to eleminate the balance standing 
to the debit of the same. The amount equivalent to the 
accumulated balance in the fund is utilised in acquiring the 
asset afresh. This method is known as Dej^eoiation 
fund Method. 

Q. 4 . The Balance sheet T. D. and H. as at 31st Decemberr 


1947 ^ as given below 

Bs. Rs. 

Sundry creditors 20i000 Freehold Premises 50,0u0 

Machinery 15,000 

Capital A/cs : Furniture 2,000 

Stock 20,000 

T. 30,000 Sundry Debtors 20,000 

P. 40,000 Less !^serve 2,000 

H. 50,000 1,20,000 18,000 

— Closing Balance at Bank 35,000 


Bs. 1,40,000 Bs. 1,40,000 


D and H retire from the business and T t^es it over. The 
liabilities are t^en over the T and the following revaluations of 
the Assets are made before the^ are taken over by T. 

Freehold Premises, Bs. 75,00Q.. Machinery and Furniture to 
be depreciated by 10% and respeceively. Reserve for Bad 
Pebts to be raised to 15°/,. Goodwill of the firm to be valued at 
Bs. 2(MXX>. Stock is to be reduced by 7^°/,. The partner were 
sharing profit as T 3/6 P 1/5, and H 1/5. 

Assuming T introduces liecessary cash to pay off P and H 
and are required to close the books of the firm. 

Ans. Journal Entries to record the revaluation of assets 
wiD be as follows : — 

(1) PAL Adjustment A/c Pr Bs, 4,400 

To Machinery A/c 1500 

„ Furniture 400 

„ Reserve for B. P. A/c 1000 

„ Stock A/c 1500 


Bs. 4,400 

( Revaluation of assets being given effect to ). 

(2) Ooi^will Account Pr. Bs. 20, OW. 

To Capital A/o— T Rs. 12,000 

„ P Bs. 4,000 

» H Est 4,000 

( Goodwill being mi^ in firm’s books ). 
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(3) Freehold Premises A/o Dr B9- 25000. 

To P & L Adjustment A7c Bs* 25000 
( Appreciation in the value of rremises l^ing taken into 
account ). 

(4) Profit & Loss Adjustment A/o Dr Bs. 20,600 

To Capital A/o T 12,860 

„ Capital A|o D 4,120 

„ Capital A/c H ^ 4,120 

( Profit on revaluation being credit to partners’ Capital 
Accounts ). 

After the revaluation being given effect to be position of the 
assets and liabilities of the firm will be as follows : — 


LiahilitUs 

Assets 


Sundry Creditors 20,000 

Premises 

• 76,000 

Reserve for Bad Debts 3,000 

Machinery 

18,500 

Capitals : 

Furniture 

1,600 

T 54,360 

Stock 

18,500 

D 48,120 

Debtors 

20,000 

B 58,120 

Goodwill 

20,000 

1,60,600 

Closing balance of 
Cash in hand 

• 

and at Bank 

35300 

1,83,600 


1,83,600 

Purchase Consideration : — 



Assets taken over 


1,83,600 

Leas : Sundry creditors 20,000 

Reserve for Bad Debts 3,000 

« 

28,000 

1,60,600 


On T’a tt^ng over the business the recording of the 
transactions will be as noted here under 

Jootnal Entries 

(1) Realisation A/c Dr Rs. 1,83,600. 

To Sundry Assets A/c Rs. 133,600. 

( Being the transfer of Sundry assets to Realisation 
Account ). 

(2) ^ndry creditor’s A/c Dr Rs. 20,000. 

Reserve for Bad debts A/c Dr. Rs. 3000. 

To Realisation A/o Rs. 23000. 

(*Being the transfer of liabilities to Realisation Account ). 

(3) Ts Capital A/c Dr. Rs. 1,60,600. 

To Realisation A/c Rs. 1,60,600. 

( Being the business taken over by T ). 
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{ 4 !) Bank A/c Dr. Bs. 1,06,240. 

To T*s Capital A/c. Es. 1,06.240. 

( Amount being brought in by T to pay off D & H ). 

(6) D’s Capital A/c Dr. Rs. 48,120. 

H's Capital A/c Dr. Es. 68,120 

To Bank A/c Es. 1,06,240. 

(fSbing the money paid off to D & H ). 

Q* 5. What are the requirements of Indian companies Act, 
1936 regarding : — 

(a) ^ Payment of Interest out of Capital during construction, 

(b) * Issue of shares at a discount and 

(c) Issue of Redeemable Preference shares ? 

Ans. (a) Section 107 of Indian Companies Act, 1936 as 
replaced by Section 258 of the Act of 1956 provides that : 

In the event of shares being issued by a company for the 
purpose of raising money to defray the expenses of the 
coni^rution of any works, building, plant requiring a lengthened 
period for constructional work, the company may pay interesi} 
on so much of that share capital as is for the time being paid 
up for the period by changing the same to capital as part of the 
cost of construction provided : 

(i) The payment is authorised by the Articles of the 
Company or by a special resolution and covered by a prior 
sanction of the Central Government. 

(ii) The payment is only for such period as may be 
determined by the Central Government in any case not 
exceeding the half year succeeding the half year in which the 
constractional work is completed. 

(iii) The rate of interest does not exceed 4^0 per annum. 

(b) After the amendment of Conmpany’s Act in 1936 issue 
of shares at a discount is permissible provided. 

(i) The issue must be authorised by a resolution passed in 
General Meeting of the Company and the issue is sanctioned 
by the court. 

(ii) At least one year must have passed at the date of issue 
since the date on which the Company was entitled to commence 
business. 

(iii) The Shares are issued within six months after the 
date on which the issue of shares at a discount is sanctioned by 
the court or within such extended time as allowed by the court. 

(iv) ^e resolution authorising the issue specifies the 
maximum rate of discount which should not however in any 
case exceed 10%. 

(c) The requirements of the law guiding issue of 
Redeemable Preference shares are as follows 

(i) The issue of such diares must be authorised by the 
Artioles of the Cbmpsny. 
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(ii) The shares so issued must be redeemable (a) out of 
profits (b) out of the proceeds of a fresh issue and (c) from 
Sales proceeds of any asset of the company. 

(iii) Such shares are fully paid up before they become ripe 
for redemption. 

Q. 6. X Co. Ltd. was incorporated with 10,000 shares 
divided as 2600 Preference Share of Es lOO each. 

5000 Ordinary Shares of Rs. 10 each, 
and 25000 Deferred Shares of Re. 1 each. 

The shares were offered to the public as follows 
Preference Shares : Application Rs. 20 

Allotment Rs, 60 plus (Rs. 5/- as premium) 
Ordinary Shares : Application 2/8 

Allotment Rs. 2-8 plus (Rs. 2-8 as premium) 
Deferred Shares : Application -/4/- 
Allotment -/12/- 

2000 Preference Shares 4000 Ordinary Shares and all the 
Defferred Shares were applied for and necessary allotment was 
made. 

The moneys received on account of shares were as follows : 

Rs. 2,00,000 for Preference shares 
Rs. 20,500 for Ordinary shares and 
Rs, 2,000 for Deferred share. 

Give necessary Journal and Cash Book entries for the 
transactions and the resultant Balance Sheet. 

Ans. Journal Entries 

(1) Preference share Application A/c Dr Rs. 1 ,00,000. 

To Pref. share Capital A/o Rs. 1,00.000. 

( Application money in respect of 2000 Pref. shares of 
Rs. 100 each being transferred to share capital ). 

(2) Ordinary share Application A/c Dr Rs. 10 000. 

To Ordinary Share Capital A/c Rs. 10,000. 

( Application money in respect of 4000 ordinary shares of 
Bs. 10 each being transferred to ord. share capital ). 

(8) Deferred share Application A/c Dr Rs. 625. 

To Deferred share Capital A/o Rs. 625. 

( Application money in respect of 2500. Deferred shares of 
Be. 1 each being transferred to share capital ). 

(4) Preference Share Allotment A/c Dr Rs. 1,10,000. 

To Pref. share Capital A/c Rs. 1,00,000. 

„ Premium on issue. 

of Pref. Shares A/c Rs. 10,000. 

( Allotment money @ Rs. 60 plus Rs. 5 as premium teing 
due in respect of 2000 shares of 100 each ). 
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(6) Ordinary Share Allotment A/o Dr Bs. 20,000. 

To Ord. Share Capital A/o Ra. 10,000 

„ Premium on issue of 

Ordinmy Shares A/c Es. 10,000 

^ ( Allotment money ^ Rs. 2/8/- plus Ra. 2/8/- as premium 
being due in respect of 4000 Ord. Shares of Rs. 10 aa ch ). 

(6) Deferred Shares Allotment A/o. Dr Rs. 1876. 

To Deferred Share Capital A/c Rs. l875. 

(Allotment money ^ -/i2/- per share being due in respect 
of 2600 shares of Re. l each ). ^ 


Cash Book ( Bank Column only ) 

Rs^ i 


To Fref. Share 

Appl. A/c 1,00,000 

„ Ord. Share 

Appl. A/o 10,000 

„ Deferred Share 

Appl. A/o 626 

„ Fref Share I 

Allot. A/c 1,00,000 

„ Ord. Share Allot. A/o 10,600 
w Deferred Share 



Fref. Share Allotment A/c 


Bb. 

Bs. 

To Fref. Share 

By Bank A/c 1,00,000 

Capital A/c 1,00,000 

„ Calls-in-arr^ar A/c 10,000 

„ Ternium on issue 

( transfeired ) 

Of Share A/o 10,000 

1 

1,10,000 

1,10,000 
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Deferred Share AHotment A/c 


Bs. 

To Deferred Share 

Capital A/c 1976 

Rs- 

By Bank A/o l370 

„ Calls-in-arrear A/o 600 

( transferred ) 

’l875 

1875 

Balance Sheet as at 

Liabilities Amount * Assets Amount 

Authorised Capital Bs. 

25C0 Pref. Shares of 

Bs. 100 each 2,50,000 

5000 Ord. Shares of 

Bs. 10 each 50,000 

2500 Deferred Shares 

of Be. 1 each 2,500 I 

Bs. 

Cash at Bank 2,22,500 


8,02,500 


Issued Capital 
2000 Pref. Shares of 
Bs. 100 each issued at 
a premium of Bs. 5 
per share 2,50,000 

6000 Ord. Shares of 
Bs. 10 each issued at 
premium of Bs. 2/8/- 
per share 60)000 

2500 Deferred Shares 
of Be. 1 each issued 
at par. 2|500 

3,02,500 


Subscribed & Called up 
Capital 

2000 Pref. Shares of 
Bs. lOO each fully 
called up 2,00,000 

4000 Ord. Shares of 
Bs. 10 each Bs. 5 per 
share being called up 
20,000 

2,500 Deferred Shares 
of Be. 1 each’ fully 

Called up 2,500 Carried over— 

— ^ — 2,22.800 
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Brought forward— 
n^mium on issue of 
Shares. 

Pref. Shares 10,000 
Ord. Shares 10,000 

20,000 


2,42,600 

1 ^ 88 : — Calla-in-arrear 
Pref. Shares 10,000 

Ord. Share 9,600 

Def(»red Share 600 

20,000 


Total 2,22,600 


Total 2 22,600 


[ The amount in Calls*in-arrear A/c includes the outstanding 
in respect of Premium also and as such the same has been 
deductjld after adding Premium to Called-up Capital. ] 

7. Shyambazar Chemical Company sends goods to its 
&»nch at Patna at 25% above cost. The following particulars 
are available from the Shyambazar books as on 3lst Decemhpr, 
1947. 



Bs. 


Bs. 

Stock at Patna 

5,000 

Bent 

160 

( opening ) 
Debtors Do. 

4,000 

Goods Betumed 

460 

Petty cash in hand 

25 



Goods supplied to 


Salary 

2,500 

Branw 

66,000 



Bemittances from 

P 

Postage and Stationery 

150 

Branch Cash Sales 

26,000 



Beceived from 




Debtors 

20,000 

Petty Cash expenses 

35 


The Branch expenses at Patna were met by cheques sent 
by the Head Office. 

On 3lst December, 1947 the stock at Patna amounted to 
Bs. 6,000, Debtors Bs. 30,000 and Petty cash balance to Bs. 16. 

You are required to prepare the Patna Branch account at 
B. 0. books give also the Journal entries necessary for arrived 
At the correct branch profit in H. O. books. 

(b) What are : ^ 

(i) Bemittances in transit (ii) Goods in transit ? 

How are they delt with at the time of the preparation of 
Bnal accounts a^ tiie combined Balance Sheet ? 
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Ans. Joamsl EntrieB 

(1) Patna Branch A/o Dr Bs. 9025 

To Branch Stock A/c Bs. 5000 

II Branch Debtors A/c Bs. 4000 

n Branch Petty cash A/c 25 

( Being the opening Stooki Debtors, Petty Cash transferred 
to Patna Branch Account ). 

(2) Difference-in-value of Stock A/o Bs. 1000. 

To Patna Branch A/o Be. lOOO. 

( BeW the difference in valne of opening stock transferred- 
to Patna &anch Account ). 

(3) Goods Supplied to Branch A/c Dr Bs. IIOOO. 

To Patna Branch A/o Bs. llOOO. 

( Being the difference in cost and invoice value of the good» 
supplied to branch now adjusted ). 

(4) Patna Branch A/o Dr Bs. 90 

To Goods supplied to Patna Brandi A/c Bs. 90. 

( Being the excess credit given to Patna Branch A/c due to- 
the difference in cost and invoice value of the goods returned 
by the brandi now adjusted ). 

(5) Patna Branch A/c Dr Bs. 1200. 

To Difference in value of Stock A/o Rs. 1200. 

• ( Being the difference of coi^ and invoice value of the closing; 
Stock, as recurded being taken into account ). 

(6) Branch Stock A/c Dr Rs. 6000 
Branch Debtor’s A/c Dr Rs. 80,000 
Branch Petty Cash A/c Dr Bs. 15 

To Patna Branch A/o Rs. 36015. 

( Being the closing Stock at branch, closing debtors at 
Branch and closing cadi at Branch taken into account ). 

[ Only the opening entries, closing entries and adjusting- 
entries are furnished above. The transactions with the Branch 
are directly posted in the Branch Account ]. 

Dr. Patna &andi A/c Gr. 


Rs. 

To Branch Stock A/c 5000 

„ „ Debtors A/o 4000 

„ „ Petty Cash A/c 25 

„ Goods Supplied A/c 55000 
„ Bank A/c 
Rent 150 
Salary 2500 
Postage 150 
^etty Blxp. 85 

^ *836 


Rs.. 

By Difference in value 

of Stock A/c b/d lOOO* 

„ Goods Supplied to 

Branch A/b 450* 

( Returns ) 

„ Cadi ( Sdes ) 35000 

„ Cash ( Br. Debtors ) 20,000 
„ Goods Simplied to 

Brandi A/c llOOO 

( Adjustunent of value ) 

Carried oyer— 
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Brought forwarde— 

„ Goods Supplied to 

Patna Branch A/e 90 
,, Difference in value of 
„ Stock ( closing ) A/c 120 
„ Profit Sb Loss A/o 
(balance transferred) 25325 


93465 


,1 Branch Stock (closing) 6000 
„ Branch Debtors >, 30,000 
•, Branch Petty Gash „ 15 


93465 


(b) (t) It very often so happens that the branch remits 
amoufits to Bead OfiSce near about the closing di^ and on 
remitting the amount duly debits Remittance to H. O. A/c or 
Head Office A/c. The Head ■ Office on the other hand not 
having received the amount does not pass any entry to that 
effect and as a result the Branch Account in the H. 0. books 
does not indicate the same balance as shown by the H. O. 
Account in Branch books. The Head Office however on receipt 
of the statement from the Branch records the effect of this 
remittance by passing an entry debiting Remittance in Transit 
A/c and crediting Remittance from Branch A/c or Branch 
Account as the case may be. The reverse position may also be 
found in cases where the Head Office remits amounts to Branch 
near about the date of closing which might not have receivM 
by the date of closing. In case of recording in Head Office 
books the Remittance in Transit Account will appear as an 
asset in the General Balance Sheet. In the ensuing period 
Cash Bank will be debited and the Remittance in Transit 
Account will be credited with the receipt of the remittance, 

(b) (n) The same thing may happen in respect of goods 
also. The H. O, might have sent goods to Branch near about 
the date of closing and posted the same to the credit of Goods 
sent out to Branch Account. The Branch on the other hand 
not having received the goods will not pass any entry to that 
effect and as a result the balance in the Branch Account in H. O. 
books will not correspond with that indicated by H. 0. Account 
in Branch books. Naturally the Head Office will feel the 
necessity of making the balance in Branch Account agree with 
iihe balance indicated by Head Office Account in Branch books. 
This adjustment will be effected by passing an entry debiting 
'^'Qoods in Transit Account” and crediting Branch Account. The 
item will appear as an asset in the Balance Sheet and on the 
next opening day the same will be written back by passing a 
entry. 

: Q. 8. Qiatteijee Company Ltd. took lease of a coal field for 
A period of 40 years from let Jan. 1943, on a rayalty of 12 a& per 
ton of Goal raised with a Dead rent Be. 25,000 per annum with 
. p(^v:er to recoup short workings for a period of 6 years. 
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The oQtpnt for the first five years was as follows 
Ist years 80,000 tons, 2ad year 22,000 tons. 3rd year 35,000 
tons, 4th year 28,000 tons, 5th year 30,000 tons. 

You ore required to ^iven the Dead Bent’, short workii^ 
and the Landlords accounts in the Ledger for five years. 

Ans. Dead Rent A/c 


Dr. Qr. 



Rs* 


Bs. 

1st year 


By Royalty A/c 

22500 

To Landlord’s A/c 

25000 

„ Short workings A/o 

2500 


25000 


25000 

2nd year 


By Rayalty A/c 

16500 

To Landlord’s A/c 

26000 

„ Shorfc workings A/c 

8500 


25000 . 


25000 

4th year 


By Royalty A/o 

21000 

To Landlord’s A/c 

25000 

[ „ Short workings A/c 

4000 


25000 


25000 

Sth year 


By Royalty A/c 

22500 

To Landlord’s A/c 

25000 

„ Short workings A/c 

2500 


25000 


25000 

Dr. 

Royalty Account 

Cr. 


Rs. 

• 

Ba. 

1st year 


By Trading A/c 


To Dead Rent A/o 

22500 

( transferred ) 

22500 

2nd year 

To Dead Rent A/c 

16500 

By Trading A/c 
( transferred ) , 

16500 

3rd year 




To Landlord’s A/o 

26000 

By Trading A/c 

26250 

„ Short workings A/c 1250 

( transferred ) 





26250 


26250 



4th year 


By Trading A/c • 

21000 

To Dead Rent A/c 

21000 

( transferred ) 






» aU(]PSBXX0I^WnH00]imSIEA2»WEBS0K EKIB 
Short Working Aocomt 


1st year 

To Dead Bent A/c 


2iid year 
To balance b/d 
n Dead Bent A/c 




4tib year 
To balance b/d 
„ Dead Bent A/e 


5th year 

To balance b/d 
ii Dead Bent A^c 


Bb. 

2500 

By Balance c/d 

2600 


2600 

8600 

By Balance c/d 

11000 


11000 

Uy isoyaity A/o 
„ Balance c/d 

11000 


9760 

4000 

By Balance c/d 

13760 

13760 

2600 

By Balance c/d 

16260 



Bb. 

2600 

2500 

11000 

11000 

1250 

9750 

11000 

13760 

13760 

16250^ 

16260 


I From the next year the Short working Account will 
gradually be written down by charging to P & L A/c ]. 


Landlord’s A/c 


let year 

To Bamk A/c 

Bb. 

26000 

By Dead Bent A/c 

26000 

2nd year 

To Kmk A/c 

26000 

By Dead Bent A/e 

26000 

>. 

3rd year 

To Kuok A/c 

26000 

By Boyalty A/c 

26000 

4diyear 

To Bank A/e 

25000 

By Dead Bent A/b 

26000 

Sdiyear 

To Bank A/e 

•8000 

B^ Peed Bfflit A/c 

a 

2500P 
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Q- 9* Write notes on the following : — 

(a) Debenture with Collateral Security, (b) Contingent 
Liability, (c) Surrender value, (d) Liability of customers for 
acceptances and Endorsements and (e) Valuation Balance Sheet. 

Ans. (a) Debenture as collatoral Securities: — In the 

attempt to raise working capital by obtaining bank overdraft 
a company may have to furnish securities which the company 
does by issuing Debentures in favour of the banker. The 
debentures thus issued are known as Debentures as collatoral 
'Securities. By having such debentures the banker becomes 
secured in respect of the loan and on repayment of the loan 
by the borrower the debentures are released. Usually no entry 
is passed in the books of accounts for issue of such debentures 
and their existence is indicated on the Balance Sheet by means 
of a note only. If however the recording of such issue is 
desired to be passed through the books of accounts that may be 
done with the help of a Debenture Suspense A/c giving 
corresponding credit to Debenture A/c. On release of the 
debentures after the loan has been repaid a reverse entry will 
have to be passed to make the books adjusted. 

(b) Contingent Liabilities : — As the name indicates the 
li^ility in question is contingent upon happening of a certain 
other incident and does not appear in the books unless actually 
incurred. In the currency of a suit in the court of law a 
certain amount may be declared as a contingent liability the 
actual incurrence of which will however depend on the decision 
of the case. In the case of the suit being decided in favour of 
the firm, the firm will not be required to meet the liability ; 
hence the liability as apprehended is contingent upon the 
decision of the case. No entry is however passed in the books 
of accounts but its apprehended existence is indicated in the 
Balance Sheet by a note to that effect. 

(c) Surrender Value:— The term Surrender value is 
obtaining in respect of insurance policies. It represents the 
Cash Value of an Insurance Policy which can be realised from 
the insurer on surrendering the Policy. This benefit however 
begins to operate only after expiry of a certain number of years 
since the taken up of the Policy. It is based upon the amount 
of premiums already paid. In the earlier years of the Policy 
the Surrender value represents a very small proportion to the 
amount of premiums paid but this proportion goes on increasing 
during the later years of the policy since the deductions in 
respect of administrative expenses do not increase corres- 
pondingly. 

(d) Liability for acceptances and endorsements : — Not 

infrequently the banker is to accept or endorse the bills on 
behalf of its creditors. The banker’s function here is that of a 

Adv.A/c-2 
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eurity and the liability for the same arises only in the case of 
the acjceptor's (creditor of the bank) dishonouring his own 
acceptance. In cases of foreign bills where the acceptor is not 
known in the bill market this method of having the bill 
endorsed by a banker is laigely taken lecourse to this liability 
is shown by the bank in the balance sheet by means of contra 
entry being recorded on both the sides. 

(e) Valuation Balance Sheet -This type of Balance Sheet 
is in Vogue m Lile Assurance Companies and the casting of 
such Balance Sheet is proceeded by an acturial valuation of 
liabilities. It contains on the liability side total liabilities of 
the company and the total of the life fund on the other side the 
difference between the two being shown either as ‘Surplus' or as 
‘Defeciency’ according to the nature of the balance. It is usually 
done one in every 4 y(‘ars or more as may be provided in the 
articles. The surplus thus ascertained is utilised in paying 
bonus to holders of 'with profit* policies and in dechxring 
dividends to the share holders of the Company. 

1949 

Q. 1. Atma Charan keeps his books by Single Entry and the 
position of his business as at isb January, 1947 is us follows : — 

Capital Rs. 70,000 ; Sundry Creditors Rs. l7,000 ; Free hold 
Premises 50,000 ; Stock 25,000 ; Debtors 20,000 ; Furniture 
2,000. 

His transactions during the year are clafsificd as follows ; 


Eeceipts 


Pay meats 

Sundry Debtors 

Rs. 

15,000 

Bank Overdraft 

Rs. 

Cash Sales 

80,000 

(as on 1st Jan. 1947) 
Drawings 

10,000 
3 000 


95,000 

Expenses 

Payments to Creditors 
Balance : Cash in hand 
At Bank 

50.000 

20.000 
2,000 
10,000 

95,000 


You are asked to prepare a Trading and Profit and Loss 
Account for the year ended Slst December, 1947 and a Balance 
Sheet as at that date. The following additional information is 
supplied : 

Closing Stock Rs. 3^00^00* ; Closing Debtors 25,000. c No 
addition has been made during the year to Freehold Pieinises 
and Furniture Accounts but they are to be depreciated as Free- 
hold Premises lo7o Furniture l5®/o. A Bad and Doubtful 
Debts Reserve of 2^®/^ is to be raised against Closing Debtors. 
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Ans. Statement of credit Purchase 

Payments to creditors during the year Rs. 20,000 

J^e88 — Opening balance of creditors Rs. l7>000 

Rs. 8,000 

Add — Creditors at close Nil 

Rs. 3.0C0 

Total amount for which fresh 

Creditors admitted during the year 

which represents total credit purchase for the year. 

Statement of Credit Sale 

Amount received from Debtors during the year Rs. ] 5,000 
Add— Debtors on account at the close Rs. 25,000 

40,000 

Le88 — Opening Debtors 20,000 


Total amount for which fresh debtors 

Credited during the year which represents 20,000 

total amount of credit Sales for the year m . 

Trading Account for the Year 

Dr. ended on 3lst December, 1947 Cr. 


To Stock (opening) 

Ea. 

25000 

By Sales : 

Rs. 

„ Purchase 

3000 

Cash 80,000 


To Gross Profit c/d 

102000 

Credit 20,000 



„ Stock (closing) 

1,00,000 

30,000 


1,30,000 


1.30.000 


Dr. Profit &. Loss A/c for the Year ended Cr. 


Rs. 


— 

To Expenses 50,000 

„ Depreciation on : — 

Freehold Premises 
@ 10% p. a. 5000 
iWniture 300 

@ 15% p. a. 5300 

„ Reserve for Bad & 

Doubtful debts 625 

By Gross Profit b/d 

1.02,00C 

• „ Net Profit Transferred 
to Capital Account 46,075 



1,02,000 


1.02.00( 
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Balance Sheet as at Slst. Dec., 1947 


Liabilities Amount 

Assets 1 Amount 

fji. 


Bs. 

Capital Account 

Freehold Premises 


Balance 

50.000 


as on 1. 1. 47 - 70,000 

Less — Deprecia- 


Add — ^Profit for 

tion 5000 


the year — 46075 

Furniture 2000 

45000 

1,16.075 

Less — Depre- 


Leas — Drawings 3,000 

1,13,075 

ciation 300 

Sundry Debtors 25000 
Less Reserve for 
Doubtful Debts 625 

1700 


— 

24375 


Stock (closing) 

30,000 


Cash in hand 

2,000 


iCash at Bank 

10,000 

l,13,07f 

\ 

1,13,375 


[ Absence of any figure for creditors at close appears to be 
of a peculiar nature in this sum. ] 


Q. 2. X, Y and Z are partners in a firm, sharing Profit and 
Loss as X — 5056 , Y — 40% and Z— 10%. Their Balance Sheet 
as on the 31st December, 1947 is given below : 


Liabilities 

Be. 


Assets 

Bs. 

Sundry Creditors 

25,000 

Cash at Bank 

2,0u0 

Ilapital Accounts : 


Sundry Debtors 

40,000 

X 40,000 


Stock 

2u,000 

Y 30,000 

Z 20,000 

90,000 

Plant 

53,000 


1,15,000 1 , 15,000 


X dies on 31st March, 1948 and the Partnership Deed 
Provides inter alia that in the event of death of a partner his 
3gal representive will be entitled to. 

, (a) A share of the profit up to the date of death 

(b) Interested on Capital at 5% p. a. 

(c) A shares of Goodwill calculated on the basis of 3 year’s 
•urchases of the average net Profit of the past Four Years. 
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The net profits of the firm for the years 1944, 1945, 1946 
and 1947 were Rs. 30,000, Rs. 25,000 Rs. 50,000 and Rs. 35,00( 
respectively. 

The Drawing of X up to the date of his death amounted 
to Rs. 1.500 according to the Partnership Agreement. IntereE 
was to be charged on Partner's Drawing at 9% p. a. 

Profit of the firm up to the date of death amounted t 
Rs. 12,000. 

(i) You are asked to ascertain the amount payable to th 
Legal Representative of X. 

(ii) Assuming that it has been agreed that the total sui 
payable to the Regal Representative of X was to be transfer rc 
to a Loan Account bearing interest at 5 per cent p. a. and thi 
every year ^th of the principal amount and the accured Intere 
would have to be paid to the deceased partner's legal represei 
tative, show the Loan Account as it would appear in the books 
the firm on the 31st December, 1948 and 1949. 

Ans. Besides Capital and Drawings the following amoun 
will be payable to the Executors of X (d^eceased). 

Interest on Capital— Rs. 500. 

( 40000x5x3\ 
lOOx 12 / 

Share of Profit — Rs. 6000. 

share of 12000). 

Share of Goodwill ; — Rs. 52500 

(50% share of .Goodwill). 

The amount^ of Goodwill of the firm may be ascertained 
indicated below. 

Profits 1944 Rs. 30000 
1945 „ 25000 

1946 „ 50000 

1947 „ 35000 


Total Rs. 1,40,000 

Average Profit=l,40,000-r4=R8. 35000. 

Total Value of Goodwill = 3 X Rs. 35000 ssRs. 1,05,00 
Out of which X's share will be : 

60% of 105000 = Rs. 52,500. 

[ The profit for the period up to the date of death of 
partner is assumed to be after charging interest on Caj 
and Drawing ]. 
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The following amount will he realisable from Mr. X's 
representative. 

Interest on Drawing of Rs. 15000- Rs. 16-14*0 
( @ Calculated on average basis i,e» taking 1^ month’s 
period into consideration ). 

After carrying out all the adjustments, indicated above, the 
Capital Account of X (deceased) will appear as given below 


Dr. X (deceasedys Executor’s A/c. Cr. 


Bs. 


Bs. 

To Drawings A/o 1500-0 

„ P&LA/c 

By X’s Capital A/c 
„ P&LA/c 

40.000 

(Interest on Drawing) 16-14 

(Interest on Capital) 

500 

„ Balance transferred 

,, Share of Profit 

6000 

to X (deceasedys 

Executor’s Loan A/c 97483-2 

„ Goodwill A/c 

(50% of total value) 

52500 

99,000-0 

99,000-0 


The executor’s Loan A/c will appear as follows : 

)r. 1948 Cr. 


^ Ks. 

a,o Bank A/c 

of 97488-2 plus 28026-5 

the amount of interest) 
balance c/f 73112-6 


1,01,138-llas. 


He. 

By Balance in Executors of 
X (deceased) A/c b/J 97483-2 
„ Interest A/c 
(Interest for 9 months 
@ 6% p. a.) 3655-9 


1.01,138-llaH. 


1949 


Cr. 


,j Bank A/c 

,5 of 97483-2 pins 28026-5 
"le amount of interest) 
balance c/f 48,741-10 


Bs. 

By Balance b/d 73112 6a8. 
„ Interest 

((®5% for year) 3655-9aa 


•n 


76767-15 


1. 1. 50 

By Balance b/dt 


76767-16 

48741-lOas. 
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Q. 3, The Balance Sheet of Bindhu, Sindhu and Indu ns on 
the 31st December, 1948 was as follows : 


Liahilities . 

Bs. 

Assets 

Ba. 

Capital Accounts : 


Cash at Bank 

1,000 

Bindu 10,000 

Sindhu 20,000 


Sundry Debtors 

60000 

Indu I 5 .OOO 


Current Accounts : 




45.000 



Sinclhu’s Loan Account 

15,000 

Indu 

3,000 

„ Current Account 

2,000 

Bindu 

11,000 

Sundry Creditor 

20,000 




82,000 


82,000 


The partners decided to dissolve the firm on the basis of the 
above Balance Sheet and the Debtors realised 75 percent and 
bank in which the firm had its balance had gone into Liquida- 
tion Bindu became insolvent and his estate was unable to 
contribute anything to the firm. Assiimming that the Liquidator 
of the bank gave 2a8. in the Bupee, you are asked to dissolved 
tke firm. 

Ans. Journal Entries 

(1) Realisation A/c Dr. Rs. 68000, 

To Sundry Assets A/c Rs. G8000 

Sundry Debtors 60,000 
Bank 8,000 

( Assets being transferred to Realisation Account ). 

(2) Sundry Creditor's A/c Dr. Rs. 20,000 

To Realisation A/c • Rs. 20,000 

( Being the transfer of creditor s account to Realisation A/c ). 

(3) Cash Dr Rs. 46000 

To Healisation A/c Rs. 46000 

( Being the amount Realised from Sundry Assets ). 

(4) Realisation A/c Dr. Rs. 20,000 

To Cash Rs. 20»000 

( Being the creditors paid off ). 

(5) C^^rrent A/c Bindu Dr. Rs, 7333-5-4 
Current A/c Sindhu Dr. Rs. 7333-5-4 
Current A/c Indu Dr. Rs, 7333-5-4 

To Realisation A/c Rs. 22000 

, ( Being the loss on realisation transferred to partners* 
current Accounts ). 

(6) Sindhu’s Loan A/c Dr Rs. 15,000 

To Cash 

( Being the loan paid off 


Rs. 15,000 
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Dr. Current A/c Hindu Cr. 


Bs. Bs. 

To balance b/f llOOO By Balance transferred 

Realisation A/c 7333-5-4 to Capital A/c 18333 5-4 

18333-5-4 18333-5-4 


Dr. Current A/c Sindhu Cr. 

Bs. Rs. 

To realisation A/c By Balance b/d 2000 

(Share of Loss) 7333 5-4 „ Balance transferred 

to Capital A/c 5333-5-4 

7333-5-4 7333-5-4 


Dr. Current A/c Indu Cr. 

Rs. Rs. 

To Balance b/d 3000-0-0 By Balance transferred 

„ Realisation A/c to Capital A/c 10,333-5-4 

(Share of Loss) 7333 5-4 

10333-5-4 10,333-5-4 


Dr. Capital A/c Hindu Cr- 

__ ^ 

To Current A/c By Balance b/d 10000-0-0 

balance b/f 18333-5-4 „ Difficiency transferred 

to Capital A/c 

Sindhu 4761-14-6 

Capital A/c Indu 3571-6-10 

18333-5-4 18333-5-4 


Dr. Capital A/c Sindhu Cr. 

Rs. Rs. 

To Current A/c By Balance b/d 2ft000-0-(X 

Balance b/f 5333-5-4 

„ Capital A/c 

(Dificiency) Bindn 4761-14-6 
„ Cash 9904-12-2 


20,000-0-0 


20,000-0-0 
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Capital A/c Indu 

Rs. 

To Current A/c By Balance b/d 

balance b/f 10333-5-4 i 

Capital A/c 

(Deficiency) Bindu 3571-6-10 j 

„ Cash 1095-3-10 I 

15000-0 0 ■: 15000-0-0 

[ N. B. Although the dissolution had been carried on in 
terms of decision in Garner Vs Murrary Case, the formality 
regarding bringing of cash by the solvent partners in 
proportion of their respective share of losses has been dispensed 
with the view of the fact that the account being maintained on 
fixed capital system proportion of Capital contribution could be 
seperately ascertained ]. 

Q. 4. Subhalakshmi Limited was registered with a Nominal 
Capital of 10,000 Ordinary Shares of Rs. 50 each and 5,000 
Preference share of Rs. 100 each it acquired the business of 
Banalakshmi and Vidylakshmi at an agreed price of 
Rs. 2,00,000. 

The assests and Liabilities of the business taken over were 
as given below : 


LiaMliiies Assets 

Rs. Rs. 

Sundry Creditors 25,000 Freehole 1,00,000 

Capital Account : Plant & Machinery P0,000 

Banalakshmi 1,25,000 Stock 20 000 

Vidyalakshmi 75,000 Debtors 25,000 

2,25,000 2,25,000 


The Purchase Consideration was to be discharged by the issue 
of 1,000 Preference Share issued as fully paid and 10,000 
Ordinery Shares i^ued as Rs. 25 per share paid up. The balance 
of the Purchase Consideration was to be paid by cash. 

The balance of the Preference Shares and 5,000 Ordinery 
Shares were issued to the public and were fully called up and- 
paid up. 

You are asked to Journalise the transactions in the books of 
the Company. Assumed that the vendors were fully paid off. 

Give also the Opening Balance Sheet of the Company resul- 
ting from the above transactions. 


Rs- 

16000 - 0-0 
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Yon have been asked to ascertain the net Profit relating both, 
to the Pre-Incorporation and the Company periods and state how 
the PreJncorporation Profit should be utilised by the Company. 

Ans. (a) The term Capitalisation of Reserve means 
employment of a portion or whole of Reserve representing 
accumulated gain or profit in acquisition of permanent assets. 
Simply speaking it refers to inclusion of Reserve into Capital. 
This can be done either by issuing fully paid up shares setting 
off the amount of bonus declared out of Reserve or by making 
partly paid shares fully paid up setting off the amount of bonus 
due therewith. In either no amount is due to be forrthcoming. 
The issue of such shares against bonus payable to the share- 
holders may be at par and at a premium too. As a result of such 
capitalisation the rate of dividend is sure to come down and a 
Company should take this factor into consideration before taking 
decision on issue of share out of bonus. 

The legal obligations for giving effect to such decision is to- 
see whether the Articles does permit such issue of shares and 
whether the issue is within the limit of. Authorised Capital. 
If however the issue is not covered by the limit of authorised 
capital necessary action should first be taken to raise th% limit 
of authorised Capital in the manner prescribed for such purpose. 
In the absence of the specific provision in the Articles 
authorising such issue of shares out of bonus a special Resolution 
must be adopted to enable such issue to be performed. 

Capitalisation of Reserve may also be effected by transferring 
the General Reserve to Capital Reserve. 

Ans. (b) Profit & Loss A/c (columner) 


Dn . Cr. 


Particulars 

Prior to 
int orpo- 
ration 

After 1 

incorpo- j Particulars 

ration , 

Prior to 
incorpo- 
ration 

After 

incorpo- 

ration 

To Directors’ 
fees 

” Preliminary 
Expenses 
** Rent 
” Debenture 
Interest 
” Salaries 
Insurence 
Prennum 
Audit fees 

900 

1500 

100 

By Gross Profit 

1200 

5000 ; 

2700 : 

i 2600 , 

1 4500 

400 

1000 

40,000 

S 

• 

60,000 

” Depreciation 
of Plant 

300 

450 



” Net Profit 

37200 

42150 ! 




40,000 

60,000 ! 

40.000 

60,006 
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[ N. B. Bent, Salaries have been allocated on the basis of 
period whereas the insurance premium has been allocated 
on the basis of turnover for the two periods. Depreciation 
charges has been allocated on the basis of Gross Profit for the 
two periods ]. 

The term “Pre-incorporaiion Profit*' carries no sense. 
Presumably Profit prior to incorporation had been meant by 
this term. The profit prior to incorporation refers to such profit 
a Company may earn during the period intervening the date of 
taking over as agreed upon and the date of incorporation ( the 
date of i^sue of commencement certificate ) in the event of a 
Company being formed for taking over another firm as a going 
concern. 

Since a Company cannot earn profit prior to its incorpora- 
tion such profit is to be regarded as Capital Profit available 
for writing down Capital lossesi Preliminary Expenses, Goodwill 
etc. Ihe interest on Purchase consideration constitutes first 
charge against the Profit prior to incorporation. 

Q. 6. (a) How does the Fixed Instalment method of 

Depreciation differ from the Reducing Instalment method ? 
Which of these two methods would you recommend in depre- 
ciating (i) Furniture and Fixture, (ii) Plant and Machinery 
and (iii) a short Lease ? Give reasons for your answer. 

(b) How does the Depreciation Fund Method differ from 
the methods mentioned in (a) above ? Discuss the topic from 
various points of view, 

Ans. (a) Under the Fixed Instalment method of deprecia- 
tion total cost of the asset is distributed uniformly over a 
number of years during which the asset in question is to render 
service and as such a fixed amount is charged to each year’s 
profit as Depreciation charges. 

Under the Reducing Instalment method a fixed percentage 
of the balance in the asset account in question is charged to 
profit and the value of asset diminishes to that extent only. 
The amount of depreciation Charge under this method gradually 
decreases from year to year as the asset grows older. 

The main difference between the two methods lies in the fact 
that under the former method the value of the asset in question 
can be brought down to Zero whereas in the latter case this 
cannot be done and a value representing the scrap value of the 
-asset wilkstill be there even after expiry of the estimated life 
of the asset. The Reducing balance method of depreciation is 
considered more sound in the sense that under this method a 
larger amonnt of depreciation is charged during the earlier life 
of the asset when the production yielding capacity or service 
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reDdering capacity of the same is higher. The fixed instalment 
method ignores this sound principle. 

(i) Furniture & Fixture being of the nature of loosing its. 
service-rendering capacity in the comparatively older years 
and also being of the nature of having a scrap value at the end 
of its life is appropriately chargeable to depreciation under the 
Reducing Balance Method. 

(ii) For the same reason as discussed in respect of Furniture, 
Plant & Machinery is also chargeable to depreciation under the 
Reducing Balance Method. 

(iii) The ‘Lease’ being for a specific period and having 
nothing to leave as scrap value after expiry of the period the 
Fixed Instalment Method is suitable for purposes of charging 
depreciation on ‘lease'. 

(b) Under the Depreciation Fund Method a fixed amount 
of depreciation is charged to P & L A/c and thereby creates a 
fund. An amount equivalent to the depreciation charges is 
invested in giit-edged securities carrying interest. The proceeds 
from these securities are also invested in the same kind of 
investment and as a result the interest is compounded. The 
instalment of annual depreciation charges is so calculated^ with 
the helf of annuity table as would along with the interest 
compounded thereon bring the fund as well as the investment 
to the quantum of money, required for replacement of the asset 
in question. As such the charge against profit for depreciation 
becomes the minimum. 

The chief point of distinction of this method with the 
methods discussed above lies in the fact that the Depreciation 
fund Method not only provides for loss in the value of asset but 
takes into consideration the question of funds for replacement of 
the asset in question. Maintenance of such fund helps replace- 
ment in as much as the working capital of the business is not 
affected due to the spending of the amount for replacement 
of asset. 

Q. 7. The Calcutta Head Office of Yilwamangal Chemical 
Works supplies it goods to its branefies at Bombay and Gauhati 
by adding 50% to the cost price of goods. 

(a) What adjustments in your view, will be necessary at the 
end of the financial year is order that the Head Office may be 
enable to arive at the correct of branch profits ? 

(b) What according to you will be the best method for 
dealing with Inter-branch transactions ? 

Ans. Recording of transactions with the Branch at the 
loaded invoice value will involve excess credit in the Branch A/c 
in respect of closing Stock. Returns from Branch and excess 
debit in respect of opening Stock, Goods sent to Branch. The 
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excess debit and the excess credit in the Branch A/c in H, 0. 
books will have to be eleminated by debiting Branch A/c and 
crediting Difference in value of Branch Stock A/c and Goods- 
Sent to Branch A/c respectively, in respeet of excess credit 
due to recording of closing Stock, Returns from Branch at the 
loaded value. Similarly Branch A/c will be credited with 
Difference in value of Stock A/c, goods Sent to Branch A/c to 
eleininate the effect of excess debit given to Branch A/c due to 
recording of the transactions at loaded invoice value. In any 
Case the adjusting entry will be for the difference between the 
actual cost and the price at which those transactions had 
originally been recorded. This difference can be found out 
by applying : — 


Percentage of deduction = 


lOOxR 
100 +R 


R 


representing percentage of loading on Cost. 

In the subject sum wo may have the percentage of deduction 
as 33^'3li by apylying to the formula given above, 

[ For details regarding journal entries to adjust the excess 
debits and excess credits please see answer to 7 (a) of 1948 ]. 

(b) In the matter of recording in Branche's books inter- 
Branch transactions the principle will be same if the transactions 
were with the Head Office. The Branch while sending any goods 
to other Branch will record the aime in the Head Office A/c as 
if those goods have been sent to H. 0. and the Branch receiving 
the goods will also record the same in the credit of Head Office 
Account as if the same were received from H. 0. In order to 
have the inter-Branch transactions duly adjusted in H. 0. Books, 
the Head Office must be informed by the branches concerned of 
the transactions between them. 


Q, 8. Bengal National Bank Limited was registered with 

50,000 Shares of Rs. 10 each, of which 40,000 shares were issued 
to the public and all these share taken up and Rs. 20 per share 
were called and paid up. 

(a) From the undermentioned particulars you have been 
asked to give the Balance Sheet the bank as at Slst December, 
1948 : 


Reserve Fund 
Reserve for Bad & 
Dsubtful Debts 
Liability for Expenses 


Rs. 

2,50,000 Cash Balances : 

At H. Q. Branches 

30.000 1,50,000 

20.000 


With Other 
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Furniture 20,000 

Less Dep. 1,000 19,000 

Buildings 2,40,000 

Less Dep. 24,000 2,16,000 

Rebate on bills not yet due 10,000 
Fixed Deposits 2C,00,000 

Current Accounts 15,00,000 

The following additional information has been supplied : 

Acceptances and Endorsements 
on behalf of Customers 95,000 
Undistributed Profit 50,000 

Profit & Loss Account : 

Profit during year 1,25,000 

(b) What are the principal books kept by a Bank or by an 
Insurence Company ? Show your acquaintance with any three 
of them. 

Ana. (a) Balance Sheet 

as on 31st December, 1948 


Liabilities 


Amount 

Authorised Capital 



50,000 Shares of Rs. 25 each 


12,50i000 

Issued & Subscribed Capital 



40, Quo Shares of Rs. 25 each 

Rs. 20 per share being called up 
Reserve Fund 

Reserve for Bad & Doubtful debts. 


8,00,000 

2,50,000 

30,000 

Deposits : 


Fixet^ Deposit Account 

20,00,000 


Current Deposit Account 

15,00,000 

'35,00,000 

Rebate on bills discounted 

Liability for expenses 


10,000 

20,000 

Acceptance, endorcement etc. on behalf of the 

customers as per Contra 

Profit & Loss Account balance 


95,000 

Previous year’s balance 

60,000 


Add Current year’s Profit 

1,25,000 

1,76,000 


Total 

48,80,000 
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Balance Sheet ( continued ) 


Assets 


Amount 

‘Cash balance : 



Cash in hand 

1,60.000 


Cash with other banks 

4,50,000 




6.00,000 

Money at call and short notice : 

Bills discounted 

Nil 


Investment at cost 

3,00,(00 



3,00,000 

Xioans, Advances Cash Credits and 

Overdrafts as 

per particulars appended below : 

(i) Debts considered good for 

which the 


bank is fully secur^ 





(ii) Debts considered good for which the bank 

holds no other security than the perso- 
nal security of the debtors 

(iii) Debts considered and secured by the 
liabilities of one or more parties over 
and above the personal security of the 

• debtors 


(iv) Debts considered doubtful and bad and 
not covered by any reserve 

<v) Debts due by Director or OflScers of the 
bank and debts in respect of which 
either of them stands severally or jointly 
responsible along with other persons ... 

(vi) Debts due by Companies or Firms in 
which the Directors of the Bank are 
interested as Directors, Partners, Mg. 
^^gents* ..• •*. ••• ... 


Bank Premises 2,40,000 

( Cost ... ••• 

Less Depreciation 24,000 

Furnitijre 20,000 

( cost ) 

Less Depreciation 1.000 


Acceptances, endorsements on behalf of the 
Customers as per contra. 

Total 


36.60,000 


2,16,000 


19.000 

96.000 

48,80,000 


Adv. A/c.— 3 
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Ans. (b) Following is the list of books and registers lequired 
to be maintained by a Bank >— 

1. Security Register % 

2. Bills Journal > Memorandum Books. 

3. Safe Custody Register ^ 


4. Bills Discounted Books 

5. Bills Payable Register 

6. Bills Receiveable Register 

7. Journal (Proper) 

8. Daily Receipts Books (Counter) 

9. Daily Payments Books (counter) 

10. Cash Books (General) 

11. Current Account Ledgers 

12. Savings Account Ledgers 

13. Fixed Deposit Ledgers 

14. Agency Ledgers 

15. Loan Ledgers 

16. General Ledgers 

17. Investment Ledgers 


! 


Journal & 

Subsidiary books. 




Ledgers. 


I 

J 


Following is the list of the books and registers usually 
maintained by an losurence Co. : — 


1. Proposal Register 

2. Branch Cash Register 

3. Claims Cash Register 

4. Register of Premium 

5. Claims Register 

6. Register of Policy holder 

7. Policy Loan Ledger 
Investment Ledger 

9. General Ledger 


10. Journal (Proper) 

11. Register of Annuities 

12. Register of Cash Premi- 
ums Showing : 

(i) New Premiums 

(ii) Renewal Premiums 

(iii) Single Premiums 

(iv) Consideration for annui- 
ties granted. 


Bills Discounted Book : — ^The most important business of 
a modern bank being discounting of bills the bank maintains 
record of bills purchased from the customers in details in a 
columnar register known as Bills Discounted Books. This books 
contains all the details of the bills discounted the principal 
points being : Date of the bill ; Name of the drawer ; Name of 
the drawee ; Date of maturity \ where payable ; Name of the 
banker through whom the bill is to be cleared ; Amount of the 
bill ; Amount of Discount etc. 

Investment Ledger -Buying and Selling investment being 
one of the chief functions of a Bank and an Insurance Co 
as well they maintain this ledger on a columnar basis indicating, 
therein cost ; Nominal value ; Interest etc. separately. Besides 
separate accounts are maintained for each kind of investment 
and on the top of the account the rate of interest, due date of 
pajH^nt of interest are also diown. 
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Proposal Rei^ter The very name indicates that the 
book is a register and any book of account. It records in details 
every particulars of . every proposal showing the date of accep- 
tance of the proposal, date of maturity in case of endowment 
Policies, nature of Policy etc. and others particulars about the 
Policy holders too. The decision of the Board regarding accep- 
tance or otherwise of the proposal is also recorded in this 
register. 


1950 

Q. 1. Tin Products Ltd. manufactures bottled drinks. 
Tou are required to prepare a Manufacturing Account and a 
Profit-Loss Account showing in such account such preoeatages 
and figures as will enable periodical comparison. 

Stock as cost as on 1st July, 1948 



Ra. 

• Bottled Drinks 

34,612 

Ingredients 

73,690 

Bottles etc. 

16,000 

Stock at cost as on 3lst December, 

1948 

Bottled Drinks 

17,500 

Ingredients 

41,072 

Bottles etc. 

9,633 

Sales 

3,90,104 

Purchases : 


Ingredient 

1,73,410 

Bottles etc. 

43,110 

Factory wages 

84,092 

Factory Expenses 

3,900 

Factory Rent 

9,000 

Charge Inwards 

4,000 

Charges of transport of Finished products 

6,000 

Office Expenses including salary 

35,648 

Selling expenses 

10,000 


The stock of finished products at end was 200 cases and that 
at start was li90 cases. During the half year 11,900 cases 
were manufactured. 
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Ans. Tin Products Ltd. 

Manufacturing Account for the half year ended 
on Slat December, 1948 

Dr. Or. 


ParticularB 


To Stock 

(opening) 
Ingredients 
- 73690 

Bottles 16000 


89690 

Add : 

Purchase of 
Ingredients 
173410 
Bottles 43110 


On cost 
per case 


Amount 


On cost 
per case 


By Cost of Pro- 
duction of 

11900 
Cases Trans, 
to Trading 
Account 

29-95 


Amount 


3,56,497 


Add : 

Carriage on 
Purchase 4000 


3,10,210 

Less : 

Stock (closing) 
Ingredients 
41072 
Bottles 9633 


60,706 


Materials 


consumed 

21-81 

2,59,505 

To Factory 



wages 

7-06 

84,092 

Prime cost 

28-87 

3*43,597 

To Factory 

0-33 


Expenses 

3,900 

To Factory Rent 

0-75 

9,000 

Total 

29*96 

3,56,497 


Total 


29-95 


|3.56,497 


The number of cases of Finished Stock in hand at close is 
taken to be 1^00 instead of 200 as mentioned and the working 
of the Trading Profit & Loss Account is furnished below on the 
b^is of the assumed figure. 
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Trading, Profit & Loss A/c 

for 


Dr. Or. 


Particulars 

On cost 
per case 

Amount 

Particulars 

On cost 
per case 

Amount 

To Stock 

(opening) 
To cost of Pro- 
duction (11900 
cases) as per 
Mfg. A/c 

To Transport 
charges 
(Finished Pro- 
ducts) 

To Gross Profit 
c/d 

29*. 8 

34,612 

3,56,497 

6,000 

30,495 

By Sales 
(11890 cases) 
By Stock 

(closing)* 

32-81 

HI -26 

3,90,104 

37,500 

• 


4,27,604 


. 

4.27,604 

To OflBce 

Expenses 
To Selling 

Expenses 


36,648 

10,000 

By Gross 

Profit b/d 
By Net Loss 

c/d 


30,495 

15,163 



45,648 



45,648 


♦ The stock is assumed to have been shown at higher of the 
Cost or Market Value and the total value is assumed to be 
Rs. 87500 instead of Rs. 17,500 ; otherwise the whole sum 
would have been of no sense. 


\j(i- 2 A Sewing Machine manufacturer sell machine on 
hire-purchase system. On let March a machine is sold for 
Rs. 400 payable in 10 equal monthly instalments of Rs. 40 each. 
The cost of the machine to the manufacturer is Rs. 360. The 
instalments are paid in due time. The manufacturer closes his 
annual accounts on Slst July. How would the manufacturer 
record this transactions so that correct profit is taken credit of 
in his annual accounts 1 
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Ans. The sum as reproduced does not appear to be of the 
nature of Hire Purchase in the strict sense of the term. In 
Sales on Higher Furdiase the instalment money includes receipt 
of payment towards the Sale price as well as interest on the 
unpaid balance since the last payment. Here only the sum 
tot^ of the instalments and the actual cost to the ^ller have 
been furnished without indicating the rate of interest. Even 
if the rate of interest had been furnished no question of taking 
credit ef correct profit does arise since under the hire purchase 
system the vendors record the sale on the very moment the 
agreement is reached and the goods are in course of delivery, 
fuie account of the hirer stands as a ‘debtor’s account and is 
‘finally eliminated on receipt of the last instalment. Since 
however the amount of profit to be taken credit of has been 
required the working of the same is indicated below assuming 
that the instalment is payable on the closing day of every 
month. 


Dr- Hire Purchase Sales A/c 

Cr. 


Amount | 

Amount 

March !• 

Bs. 


To Goods Sent on 

360 March. 


Hire Purchase A/c 

By Hirer’s A/c 

40 

March 31* 

April 30 


To interest A/c 

By Hirer’s A/o 

40 

April 30> 

May 31 


To Interest A/c 


40 

May 31. 

Jane 30. 


oT Interest A/c 


40 

June 30. 

July 31. 


To Interest A/c 

By Hirer's A/c 

40 

July 31. 

^ By Qoods on Hire 


To Interest A/c 


180 

July 31. To Bsdance 

— ( of the cost ) 


^fit on Sale on Hire- 



Purchase transferred 

20 


to P & L A/c 

1 



380 

380 


Dr. Goods on Hire Parcbase Stock A/c Cr. 

Bs. 

To Hire Purchase 
A/c 


180 
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Q. 3. A merchant assigns all his assets and Liabilities to a 
-committee of his creditors to enable them to relies 75 per cent 
•of their claims. The statement of assets and liabilities on the 
of the assignment is as follows : — 



Ba. 


Bs. 

Leasehold 

' 1,00,000 

Creditors 

2,88,000 

Furniture 

8,000 

Bent and Salary 


Stock 

60,000 

unpaid 

1,000 

Debtors 

40,000 



Bank 

500 



<Dash 

500 



Drawing 

80,000 




2,89,000 


2,89,000 


It was arranged that small liability of Rs. 1,000 would be 
paid in full. The creditors arranged for the necessary finance 
and took over the business. It was decided to value the lease- 
hold furniture, stock and Debtor at Rs. 80,000 ; 90,000 ; 50,000 
and 35,000 respectively. Show the Balance Sheets with which 
the creditors will start the business again. 

Ans. The business is taken over by the creditors in 
■satisfaction of their claim for 75% of the firms debts. On this 
basis the consideration for purchase of the firm should have 
been to the tune of Rs 2,16,000. It is something absurd here 
to note that against the claim for Rs. 2,16,000 assets of the book 
value of Rs. 2,08,000 <209000 — 1000) have been assigned to the 
committee of creditors. Naturally certain amount must be forth 
coming from Drawings Account so that the creditors may get 
•the agreed rate of dividends 

Consideration for taking over the business will work out 
^ follows : — 

Leasehold — 80,000 
Furniture — 9,000 
Stock— 50,000 

Debtors— 35,000 
Cash— 42,000. • * 


Rs. 2,16,000 


* * The amount represent^ amount realised from tha trader 
against Drawings. 
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Balance Sheet 


Liabilitm I 

1 Amts 


Bs. 


Bs. 

Sundries 2,16,000 

Leasehold < 

80,000 


Furniture 

9,000 


Stock 

50,000 

* 

Debtors 

35,000 


Cash 

42,000 

2,16,000 

1 

2,16,000 


Q. 4 - From the following particulars prepare a Statement 
of Affairs for the following bankrupt estate : 


Bs. 


Unsecured Creditors 


324,612 

Ferferential Claims 


4,613 

Creditors partly secured 

40,000 


Value of Security 

40,000 


Loan 


20,000 > 

Furniture 


5,000 

Cash at Bank 


3,000 

Cash in hand 


500 

Stock 


18,620 

Debtors Good 

11,119 


Bad 

1,918 


Doubtful! 

l.e32 



9 

You are required to allow 10 per cent off stock, 10 p. c. off' 
Furniture, 7^ per cent of good book debts, other book debts- 
realising Bs. 500. There was no separate estate or asset of the- 
insolTent. 
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Ans. 



Deduct Preferential Creditors 

per contra 4,613 

30,930 

Deficiency explained in 

statement ‘H* 3,23,682 

3,54.612 j Rs. 3,64,612 
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Q. 5, A Company in England owns a tea garden in Assam. 
Tea produced in tiie garden is sold in Calcutta by broken and 
remittance sent to London office with account sales. The 
accounts' as kept in the garden are in Indian currency and 
copies are sent to London monthly. The account sales and 
remittances to Assam are kept in sterling in the H. O. books. 
What steps are you take when writing the books of Head office 
•and preparing the final accounts of the Company ? 

Ana. The first thing we are required to do in recording 
the transactions of the branch in the Head Office books is to 
convert the statements furnished by the Branch ( in India ) into 
49teriing currency. After the transaccions in the statements 
having been converted necessary steps to record these in the 
H. O. books will be taken and the Head office will be preparing 
Branch Trading Account ( here in this case an working Accourt 
will be more appropriate ). Branch P & L Account by giving 
^rresponding entries in the Branch Account. Assets and 
Liabilities of the branch on the date of closing the books of 
accounts of the Head office will be incorporated in the account 
in the same manner and those will be shown in the General 
Balance sheet. 

Very often the rates of exchange between the currencie# of 
the two difierent countries fluctuate on the difierent times in 
course of the same year. In order to make the accounts more 
appropriate certain general principles are followed in the matter 
of conversion of the figures in the statement. The principles 
followed may be summarised as follows : 

1. Fixed assets and liabilities are to be converted at the 
rate of exchange ruling on the day on which they are acquired 
or incurred. 

2. Floating assets and liabilities are to be taken in account 
on the basis of the rate of exchange ruling at the time of annual 
closing of books of accounts. 

3. Items of Nominal Accounts are converted at an average 
rate of exchage for the year under review. 

4. 'Ihe Head office Account appearing in the statement is 
to be taken at the same figure as appearing in Branch Account 
in H. O. books. . 

Having thus converted the different items in the Trial 
Balance at difierent rates other than the actual rate at which 
the transactions had been effected the Trial Balance thus recast 
and converted will not agree. This difference in Trial Balance 
is accounted for as Difference in Exchange and debited or 
•credited to P & L A/c according to the nature of the baladce. 

Where however we rate of exchage between the currencies 
of the Head office and the Branch do not constantly fluctuate 
the conversion is done at a fixed rate of exdiange ignoring the 
slight fluctuations. These slight fluctuations are no doubt 
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^severed by taking recourse to the system of showing the 
difference as * ‘Difference in Exchange”. 

Q. 6. Light Ltd. takes over the business of Dark Ltd. as 
from 1st June 1949 on the following terms : — 

(a) Assets and Liabilities are to be taken over that their 
l)ook values. 

(b) 4 % Debenture of Rs. ICO each of Dark Ltd. are to be 
replaced by 6 Debentures of Rs. 1000 each of Light Ltd. at 
1 p. c. premium. 

(c) 2 shares of Light Ltd. of Rs. 10 each at per, to be 
given in exchange for 3 shares of Dark Ltd. of Rs. 5 each. ^ 

The following of the Balance Sheet of Dark Ltd. on which the 


taking over is to be effected : — 

Capital Rs- 

40,000 shares of Plant & Machinery 2,50,000 

Rs. 6 each 2,00,000 Land and Building 1,20,000 

47o Debentures of Furnitures & Features 25,000 

Rs. lOO each l,00,r00 Debtor 16,000 

Reserve Fund 20,000 Stock 1,80,000 

Creditors 2,90,000 Investments 26,000 

Pjpfit Loss A/c 10,000 Cash Balance 5,000 

Rs. 6,20,000 Rs- 6,20,000 


Close the books of Dark Ltd. and show the opening in the 
books of Light Ltd. 

Ans. Ibe consideration for purchase of the business by 
Light Ltd. will calculate as follows : — 

Shares — ^ 9999 ^ x 2=26667 shares of Rs. 10 each. 

3 

= 2,66,670 

Debentures — Rs. 1,00,000 + of 1 00,000 

ssRS. 1.01.000 

Total Rs. 3,67,670 


Journal Entries to close the affairs. 


lisation A/c Dr Rs. 6,20»000 


To Sundry Assets A/c 

Plant 2.50,000 

Land & Buildings 1,20,000 

Furniture 25,000 

Debtor 15,000 

Stock 1,80,000 

Invesment 26,000 


Cash in hand & at Bank 5,000 


Rs. 6,20,000 


Sundry assets being transferred to Realisation Account ). 
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(2) Creditora* Account Dr Bfl. 2,90,000 

To Realisation A/c Rs. 2,90,000 

( Sundry creditors being transferred to Realisation Account )> 

(3) Light Ltd. (Vendee) A/c Dr Rs. 3,67,670 

To Realisation A/c Rs. 3,67,670 

(Being the amount of Percnase consideration taken credit of). 

(4) Realisation A/c Dr Rs. 1000. 

To Debenture holders’ A/c Rs. 1000 

( ]^ing the amount of premium agreed upon by the Vendee^ 
credited to Debenture-holder’s Account ). 

(6) Realisation A/c Dr Rs. 36,670 

To share holder’s A/c Rs. 36670 

( Profit on realisation being transferred to shareholder’s. 
Account ). 

(6) Reserve Fund Dr Rs. 20,0(X) 

Profit & Loss A/c Dr. Rs. 10, < 00 

To Shareholder’s A/c Ra. 30,000 

( Shareholders Account being credited with the accumulated 
and undistributed Profits ). 

(7) Shares in Light Ltd. A/c Dr Rs. 2,66,670 

To Light Ltd. ( Vendee ) A/c Rs. 2.66,670 ^ 

( 26667 shares of Rs. IC^ each being received from the 
Vendee in part satisfaction of the consideration for purchase ). 

(8) 67o Debentures in Light Ltd. A/c Dr Rs. 1,01,000 

To Light Ltd. A/c Rs. 1,01,000 

( 1*^ 10 — b°fo Debentures being received from vendee in part 
satisfaction of the consideration for purchase ). 

(9) Shareholders’ A/c Dr Rs. 2 66,70 

Sundry Debenture holder’s A/o Dr R9, 1,01,200 

To shares in Light Ltd. A/c Rs. 2,66,670 

„ Debentures in Light Ltd. A/c Rs. 1,01,000 

( Sundry Sherholders and Sundry Debenture holders being 
paid off with the Shares and Debentures received from 
Light Ltd ). 

Dr. Realisation A/c ^ Or. 


Afno unt 

Rs. 

To Sundry Assets 6 20,000 
„ Debenture holders 

(Premium) A/c l.OOO 

„ balance profit 
on reilisation 
transferred to Share- 
holder’s A/c 36.670 

, vv 6,57,670 


Amount 

Rs. 

By Sundry creditors 2,90,000 
„ Light Ltd. (vendee) 

A/c 3.67.670 
(Purchase consideration) 


6,57,670 
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Dr. Light Ltd. A/c (Vendee) Or. 

Be. Es. 

To Bealisation A/o 67, 670 ( By Shares in Light Ltd. 

(Purchase consider- A/c 2,66,670 

ation). ,, 6% Debentures 

in Light Ltd. A/c 1,01,000 


3,67,670 I 8,67,670 


Dr. Sundry Shareholder’s A/c Cr. 

Bs. 1 

To Shares in 

Light Ltd. A/c 2,66,670 

Bs. 

By Share Capital 

(transferred) 2,00,000 

„ Realisation A/c 
(Profit on realisation) 36,670 
Reserve Fund 20,000 

„ P&LA/c 10,000 

2,66,670 

2,66.670 

Dr. Sundry 4% Debenture holder's A/c Gr. 

Bs. 

To 5% Debentures in 
„ Light Ltd. A/c l,0l,000 

Rs. 

By 4f% Debentures A/c 1,00,000 
(transferred) 

Realisation A/c 
(Premium) 1000 

1,01,000 

1,01,000 


Q. 7. How would you treat the following, in the final 
accounts of a company ? 

(a) B3. 20i000 Debentures issued as a Collateral Security 
for a loan of equal amount taken by the company. 

(b) A claim of Es. 10,000 lor damages filled by an ex- 
employee of the company but the claim case remained unsettled 
in Court. 

(c) Assets valued at Rs. 16,000 in the books were destroyed 
by fire. Claim for Rs. 20,000 being the present value of the 
assets was made against Insurance Company. Claim case 
remained unsetteled at the end of the accounting year. 

Ans. (a) Issue of such debentures is not passed through 
the books but their existence is indicated simply by means of a 
note on the liability side. 

For detailed discussion please see Ans. to Q. 9 (a), 1948. 






46 0. U. QUESTIONS WITH COMFLETB ANSWERS ON [im 


(b) No discision having been taken on the matter as yet». 
the incurrence of this liability is considered to be contingent, 
upon the discussion of the Court uud hence the estimated figure 
ofliability may be shown as a ‘^Contingent Liability” by a note 
at the foot of the Balance Shaet. 

For detailed disscussion please see Ans. to Q, 9 (b), l948. 

(c) As the claim is not yet admitted by the underwriters, 
no adjustment can be made with regard to the amount of claim. 
Nevertheless the asset in question can be shown in the Balance 
Sheet* without any qualification since the asset has lost its 
physical esistence. Consequently a note under the style 
‘‘Destroyed by five and under settlement with the underwriters” 
should be given below the entry of the asset in question in the 
Balance Sheet and thereby the charge of mi^eclaration in 
Balance Sheet can be avoided. 

iQ. 8. A company forfeited 1,000 share of Rs. lO each 
issued at a premium of Bs. 2 per share payable with application. 
These shares were payable in four equal instalments, two of 
which and the premium were paid. 500 of these shares were 
reallotted at a discount of Be. 1 per share. These payments 
were duly received. Show the entries in the books of the ^o. 
and state how you would deal with the premium collected on 
these shares originally and also with the profits made on the 
reissue of the shares. 


Ans. 


Journal Entries 


(1) Share Capital A/c Dr Bs. 10,000 

Premium on Issue of Share A/c Dr Bs. 2,000 

To Share Forfeiture A/c 7,000* 

„ „ First call A/c 2600 

„ „ Second call A/c 2600 

( 1000 shares of Bs. 10 each issued at a premium of Bs. 2 
per share on which 1st and 2nd Cali fell in arrears being forfeited 

as per Board’s resolution dated the credit is given to share 

forfeiture A/c with the amount received in respect of those 
shares along with the amount of premium ). 

(2) Bank A/c Dr. Bs. 6000 

To Share Capital A/c Bs. 6000 

,, Premium on reissue of Share A/c Bs. 1000 
( 600 forfeited shares being reissued at a premium of Bs. 1 
per edbare ). 

(8) IkinkA/c Dr Bs. 4600 

• on reissue of shares A/c Dr. Bs. 500 

To Share Capital A/o Bs. 5000 

' forfeited shares being reissued at a discount of 1 
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(4) Premium on Reissue of shares A/c Dr. Bs. 1000 

To share Forfeiture A/c Rs. 1000 

( Premium collected on reissue of shares previously forfeited 
being transferred to share forfeiture A/c ). 

(6) Share forfeiture A/c Dr Rs. 600 

To Discount on le-issue of shares A/c Rs. 500. 

( Discount incurred in issuing the forfeited shares being^ 
transferred to share forfeiture A/c ). 

Share forfeiture Account represents the amount already 
received in respect of the Shares decided to be forfeited hence 
the amount of premium received thereon should also be 
appearing in that account. 

Again, the amount of primium received for the second time 
while re-issuing the shares being contingent upon the forfeiture 
of shares should also come under Share Forfeiture Account. 
Similarly discount allowed in re-issuing the forfeited shares 
should also appear under the share forfeiture Account. 

Having thus accounted for the Share forfeiture Account will* 
indicate a balance of Rs. 7500 which is to be regarded as a 
Capital gain and need not be taken into Profit & Loss account 
foft purposes of distribution. The balance in the Share forfeiture 
Account after writing of items of Capital Losses, if any, is put ta 
Special Reserve Account and serves as a provision for future 
contingency as regards adjustment of losses of Capital nature. 
This reserve is generally utilised in writing off Preliminary 
Expenses, in writing down the value of goodwill paid on purchase 
of any business and for similar other purpose. In the Company'^ 
Act however there is no restriction on such reserve being utilised 
in payment of dividend and hence the same can be so utilised 
provided the articles does nob 'forbid such distribution 
specifically. 


1951 

Q. 1. What are the various methods of redeeming 
Debentures ? Discuss briefly their merits and demerits with 
illustrations. 

Ana. All Debentures being loan taken by the Company 
are redeemable according to the terms of issue of the same» 
Since the redemption of Debentures involves huge amount of 
working capital going out of the basiness ways and means have 
been so devised as to disturb the working capital to the least* 
Among the various methods adopted the chief methods are 
summarised below indicating the merits as well as the demerits 
thereof. 
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(1) Sinking fund Investment method — Under this method 
' an ascertained amount which along with the interest earned 
thereon at compound rate after the specific period will be equal 
to the sum required for redemption is set aside to a Sinking 
Fund. The amount of annual apportionment is charged to 
P & L Appropriation A/c and thereby creating the Sinking 
fund and an equivalent amount is invested each year in gilt- 
^dged securities outside the business. The earnings on these 
investment is also invested in the same kind of investment 
increasing thereby both the Sinking fund and the Sinking fund 
Investment Account. At the expiry of the stipulated period the 
investments are disposed of and the money received therefrom 
is utilised in redemption of Debentures. Any balance standing 
in the Investment account is transferred to Sinking fund and the 
final balance in the latter account represents accumulated and 
undistributed profit. This is now transferred to Reserve Account 
and in course of time the same is distributed to the shareholders 
as ^Bonus' the payment being made either in cash or by issue 

• of shares. 

The chief merit of the method lies in the fact that the 
amount representing undistributed profit appropriated to 
Sinking fund having been invested outside the business and 
realised at the time of redemption of Debentures the busmess 
does not suffer the shortage of working capital^ because of the 
redemption. 

The method is fraught with the risk of same losses being 
Buffered in realising the investment ; but there is also the 
chance of getting some profit in disposing of the investment. 

Another demerit in the method is that the share holders 
suffer loss of dividend during the currency of the Debentures. 
This loss is no doubt compensated by bonus received by them 
out of the accumulation in Sinking Fund after the redemption 
of the debentures. 

(2) Sinking Fund Policy Method — Under this method 
the Sinking Fund is created out of Profit in the manner as 
indicated above. The only difference lies in the fact that 
instead of investing the equivalent sum in gilt edge<l securities 
outside the business an Insurance Policy is taken and the 
amount of annual contribution to Sinking Fund is paid as 
l^mium. On maturity of the Policy after the specified period 
the D^bentiireholders are paid off out of the money received 
from Insurance Co. 

The extra merit of this method over the Sinking Fund 
Investment Method is that under this method there is no 
occasion for any loss being suffered in realising the invested 
^amount. The receipt of amount at the time of redemption is 
III; more obtain under this method. 
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(3) Redemption by Purchase trom open market ; — 

Even if there is no specific obligation to redeem a company may 
have recourse to this method where the company will purchase 
its own debentures from open market. This purchase may be 
from a fund specially meant lor such purpose or out of the 
company’s liquid capital. 

The chief merit of this method lies in the fact . that the 
purchase is effected at a time when the market price is most 
favourable when the debentures are quoted in the market 
at a considerable discount and thereby the company can manage 
to redeem by spending amount less than the face value of the 
debentures. Another merit of this method is that the company 
can buy at a time which suits its convenience best. 

(4) Redemption by annual drawing out of capital 

This method implies redemption of debentures out of the 
working capital of the business without making any arrangement 
for creating sinking fund. Where however the debentures are 
repayable only after stipulated period an appropriate amount 
may be invested to accumulate the sum required for redemption. 
A company may have recourse to this method only when the 
debentures had been issued for raising funds for a temporary 
and specific purpose ; because in such cases the company will 
have an excess in working capital in hand and redemption of 
debentures out of that will not affect the normal functioning of 
the Company. I 

In merits this method ranks first provided the company can 
with stand the depletion in the liquid capital. This method does 
not restrict the rate of dividend on ordinary shares. 

(5) Redemption by annual drawing out of Profits : — 

This method envisages building up of § General Reserve out of 
profits and redemption of Debentures out of the company's 
liquid capital. The treatment of the accumulated general 
Reserve after the Debentures are redeemed is the same as in 
respect of accumulation in Sinking fund. The only difference of 
this method with that of Sinking fund Method is that no 
Sinking fund Investment is made and the redemption is 
effected out of the working capital of the firm. 

This method is not also free from the disadvantage that the 
shareholders are deprived of the dividend during the currency of 
the debentures. 

Dr. Sinking Fund Investment A/c Cr. 

Ist lyegr 

To Bank A/c 


Ks. Rs. 

1884 00 By Balance c/d 1884*00 


Ad. A/c.— 4 
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Zai yttx 

To Balimee b/d 
„ Bank A/c 

Ba. 

1884-00 

1940-52 

By Balance c/d 

Ba. 

3824-52 

3824-52 


3824-52 





3rd year 

To Balance b/d 
ff Bank A/c 

3824-52 

1998-74 

By Balance c/d 

5823-26 

- 

5823 26 


5823-26 

4th year 

To Balance b/d 
„ Bank A/c 

5823-26 

2058-69 

By Balance c/d 

7881-95 


7881-95 


7881-95 

5th. year 

To Balance b/d 
„ Bank A/c 

7881-95 

21-18-05 

By Balance c/d 

10,000,00 


10,000,00 


10,090,00 


N. B. [ Since no date of renewal of the lease has been given 
the annual contribution for the 5th year along with the amount 
of interest earned and received is invested. At the time of 
renewal of the Lease the investment will be disposed of and the 
proceeds will be utilised in renewal of the Lease ]. 

At the close of the 5th. year the Lease Account will be 
dominated by transfer to the Sinking Fund to the same. The 
entry to give effect to this adjustment will be ; — 

Sinking Fund A/c Dr. Rs. 10^000. 

To Lease A/c Rs. 10,000. 

( Being the transfer of Sinking fund to Lease Account for 
which purpose the former had been created ). v 

Q. 2. On Ist. January, the Cooperative Housing Ltd., 

S urchaaed the lease of certain premises for Rs. 10,000. It was 
ecided to raise a Sinking Fund to accumulate this amount at 
th^ esid of the lease which had 5 years to run, the rate of interest 
taken at 8%. _ 

3|cco|^g to the Tables, Be. 01884 per annum amounts 
1 in 5 years at 3%. Write up the appropriate accounts, 
ib^Iuding the Interest account, for aJl the years. You may show 
|l^ calculations in decimals. Ignore Income Tax. 
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T^rr 1 5o5,^Tr ^ 

wilUe MSSj^ftOO^ .B,. 1884. 

Sinking Fund ( L ease Replacement A/c Cr. 

Rb* ~ 

Ist year jat a 

To Balance c/d 1884*00 Bv Profit & A«r,. 


2nd year 

To Balance c/d 


3t'^year 

To Balance c/d 


4th year 

To Balance c/d 


Stli year 

To Balance c/d 


To Lease A/c 
(transferred) 


3824*52 


5823*26 


iBt year 

Bs. 

By Profit & Loss Appr. 


A/c 188400 

2nd year 


By Glance b/d 

1884*00 

„ Interest A/c 

56-62 

I, F & L Appropriation 


A/c 1884*00 


3824*52 

3rd year 


By Balance b/d 

3824*52 

«» Interest A/c 

114*74 

>, P & L Appropriation 


A/c 184-00 


5823*26 


7881*95 4th year 

By Mance b/d 5823 26 
Interest A/c 174*69 
” P*LAppr.A/c I884*t0 


7881*95 


7881*96 


10,000*00 5th year 

By Balance b/d 7881*95 

„ Inte^st A/c 234*06 

lO.OoaVj ^ 

' " 10 , 000*00 

10|000 By Balance b/d 10,000 
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Dr. 

Interest A/c 

Cr. 

2iid year 

To Sinking Fund 
(transferred) 

3rd year 

To Sinking Fund 
(transferred) 

4th year 

To Sinking Fund 
(transferred) 

Ks. 

56*52 

2iid year 

By Cash 

Bs. 

5652 

114-74 

3rd year 

By Cash 

114 74 

174-69 

4th year 

By Cash 

17469 

Stfa year 

To Sinking Fund 
(transferred) 

284-05 

5th year 

By Cash 

234-05 


N. B. All calculations have been shown in decimals. 

Q. 3- You are asked to prepare a Capital Kedemption 
Scheme for the consideration of the Board of Directors. The 
Balance Sheet) in respect of which the scheme is required) is 
given below : — 

HINDUSTHAN SHOE MANUFACTURES CO., LTD. 
Balance Sheet as on 31-12-50 


Liabilities 

Bs. 


Assets 

Bs. 


Authorised and Issued Goodwill 

Capital : lOOO 6% Freehold Property at 

Comulative Preler- Cost 

ence Shares of Es 100 Leasehold Property 

each, fully paid 1,00,000 Plant and machinery 
20,000 ordinary shares (less Depreciation) 

of Es- 1 0 each, fully Stock-in-trade 

Paid 2,00,000 Debtors 

Creditors 76,000 Cash at Bank 

Bnnir overdraft 1,15,000 Invesments (market 

Reserve Fund 70,000 value Rs. 95,000) 

Profit & Loss Account 

6,60.000 


25.000 

90.000 
1,00,000 

86.000 

35.000 

40.000 
500 

80.500 

1,04,000 


6,60,000 


Ifole •- Cumulative Pre£ dividends are in arrear for 2 years. 
£|||l^{ieriod (50 years) will expire after 6 years. 
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Ans. To start with the working of the scheme we ate to 
msJce some assumptions as noted below, 

(i) In view of the Company's showing unsuccessful no 
goodwill A/c should stand in the books and the same is to be 
eleminated. 

(ii) Depreciation of the Leasehold Premises should be 
written down for 44 years on fixed instalment method. 

(iii) The values of Freehold Property, Stock, Debtors etc. 
should stand at the respective figures appearing in the 
Balance Sheet. 

On the basis of the assumptions made above and the 
particulars available from the Balance Sheet the amount of loss 
to be adjusted by reduction of capital works out as given 
below : — 

Loss : — 

(i) P & L Account (Dr. balance) Rs. 1,04,000 

(ii) Depreciation on 

Leasehold Property Rs. 88,^00 

(iii) Goodwill Rs. 25,000 

2,17,000 

Less -(i) Reserve Fund 70,^ 00 
(ii) Appreciation in the 

Value of Investment 14,500 84500 

Total Loss to be written down to Capital Rs, 3,32,5f 0 

With the view to wipe off the los8,^he following scheme for 
reduction of share capital is suggested for consideration of the 
Board of Directors. 

(a) 20,000 fully paid Ordinary Sares of Rs. lO each should 
be converted to equal number of ordinary shares of Rs. 10 each 
as Rs. 3/- per share being paid up. 

(b^ Cumulative Preference Shareholders are to waive their 
claim for arrears of dividend. 

(c) Investments are to be disposed of and appropriated 
towards liquidating Bank overdraft. 

(d) Goodwill is to be entirely written off, 

(e) Depreciation on Leasehold Property for 44 years is to 
be charged. 

^ (0 Any balance left after carrying out the above mentioned 
adjustment is to be carried to Reserve fund. 

In this connection it may also be suggested that a first call 
@ Ba. 2/- per share be made to have the Working Capital. 
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On the scheme for redaction of capital given above being 
approved by the Board of Directory the i^ostment will be made 
in the books in the manner indicated below. 


Dr. Capital Reduction A/c Gr. 


To Profit & Loss A/c 
» balance 1,04^0 


„ Leasehold Property 


(depreciation) 

88000 

„ Goodwill w/o 

25000 

„ balance — 


transferred to 


Reserved fund 

7500 

2,24,600 


Bs. 

By Shareholders A/c 
(Ordinary Share Capital 
being written down by 
Bs. 7 per share) 1,40,000 
„ Reserve fund 70,000 

„ Profit on Sale of 
Investment 14,500 


2,24500 


BALANCE SHEET (As Reconstruction) 


Liabilities 


Bs. 

Authorised & Issued Capital 

1000 6% Cumulative 
Pref. Shares of Bs. 100 each 

1.00,000 

20000 Ordinary Shares 
of Rs. 10 each 2.0(j,000 

Subccibed & Paid up Capital 

1000 6^ Cnmul ative 
Pref. shares of Rs. 100 
each fully paid up 1,00,000 

20,000 ord- Shares of 
Bs. 10 each on which 
Bs. 3 per Share paid up €0,000 
Sundry creditors 75,000 

, Bank overdraft 20,000 

: Beserve fund 7,500 


Asests 



Bs. 

Freehold Property 

90,000 

(at cost) 


Leasehold Property 

12,000 

(6 years to run) 


Plant & Machinery 


(Z«aa-depreciation) 

85,000 

Stock in Trade 

85,000 

Debtors 

40,000 

Gash at Bank 

500 


Total Be. 2,62A00 


Total Bs. 2,62,500 
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. 4 . Hie Balance Sheet of Caloo Ltd., as on SUt December, 


1950 stand as under : 

Bs. 

Authorised Capital 
10,000 shares of 
Rs. 100 each 
Issued Capital : — 

8000 ordinary shares 
of Bs. 100 eadi 8.00,000 

Debentures 13,80,000 

Liabilities : 

For, goods supplied 
Bs. 4,50,000 
For Income tax 

10,000 


4,60,00t> 


26,40,000 


Fixed Capital 

AesetB at cost 

Bs. 

14,80,000 

Stock-in-trade 

80,000 

Sundry Debtors 

30,000 

Investments 

17,000 

Cash at Bank 

13,000 

Profit and Loss A/c, 

10,70,000 


26,40AX)0 


Jhe Company being in a bad way, an arrangement on the 
following lines has been mutually agreed upon : — 

(i) The ordinary shareholders are prepared to have their 
C!apital reduced to 5 percent of their present holding. 

(ii) The Debenture holders are agreeable to have their claim 
reduced to 50 per cent which is to be satisfied half by the issue 
of 7 per cent Mortgage Debentures, and half by the issue of 
8 per cent Preference Shares of Bs. 100 each. 

(iii) The unsecured trade creditors are prepared to forego 
20% of their dues in exchange for ordinary shares of the like 
amount. 

(iv) The assets are to be reduced to the revalued figures 
as under : — 

Fixed Capital assets ... 

Stock-in-trade 
Debtors 
Investments 

Show the ledger accounts and other entries for the 
■ct the scheme and prepare the final Balance Sheet. 

Ads. Journal Entries 

<1) Ordinary share Capital A/c Dr, Bs. 7,60,000 

To Capital Beconstruction A/c Bs. 7,60,000 
( Scheme of reduction of Capital of 8000 ord. shares of 


11,00,000 

50.000 

20.000 
7,000 

completion 
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IW each to equal number of Shares of Bs. 5 per share paid 

np being given effect to as per special resolution dated 

adopted in ). 

(2) Debentures A/c Dr Rs. 6,90,000. 

To Capital Reconstruction A/c. Rs. 6,90,000 
( Being the reduction of the Debentureholder’s claim to the 
extent of 60% given effect to as per Special Resolution ). 

(3) Capital Reconstruction A/c Dr. Rs. 14,50,000 


To Fixed Capital Assets A/c 3,30,000 

„ Stock-in-trade A/c 30,000 

„ Sundry Debtors A/c 10,000 

„ Investment A/c 10,000 

„ Profit & Loss A/c 10,70.000 


( Amount available from reduction of capital and reduction 
of Debenture claims being utilised in writing down the value of 
assets and accumulated loss in Profit Loss Account ), 

(4) Debentures A/c Dr. Rs. 6,90,000. 

To 7% Mortgage Debentures A/c 3,45,000 

„ 8% Preference Share Capital 3,45,000 

( Debenture claims being transferred to 7% Mortgage 
Debentures and 8%, Pref. shares of Rs. lOO each in e<jual 
proportion as agreed by the D<?bentureholderfl ). 

(6) Sundry creditors ( for goods ) A/c Dr Rs. 90,000 

To Ord. Share Capital A/c Rs. 90,000 

(Ordinary Shares to the extent of 20% of the claim from 
creditors being issued as per agreement reached with them ). 

Dr. ’Reconstruction A/c Cr. 

Rs. 

By Ordinary Shnre Capital A/o 
(8000 Ord Share of 
Rs. TOO reduced to 
equal number as Rs. 5 
per Share paid up) 

7.60, 000* 

,, Debentures A/c 
,, (Reduction of 50% 
of Debenture claim) 

6,90,000 


Rs. 14,50,000 


Rs. 

To Sundry Assets : — 

„ Fixed (Capital Assets 
3,80,000 
„ Stock 30,000 

„ Debtors 10,000 

„ Investment lO.uOO 

3,80,000 

„ Profit & Loss A/c 
(accumulated 

loss w/o) 10,70,000 


Ra. 14.50, (»0 
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Dr. 

Debeatotes A/c 

Cr. 


To Capital Beconstmction 

A/c 6,90,000 

n Mortgage 

Debentnres A/o 3,45,000 
(transferred) 

„ 8% Pref. SWe 

Capital A/c 3,45,000 

(transferred) 

Rs. 

By Balance b/d l3,80,0C0 

Es. 13.80,000 

Rs. 13,80,000 

Dr. Sundry Creditors ( for goods ) A/c Cr. 

R9. 

To Ordinary Shares 

Capital A/c 90,000 

(transfer of 20% claim) 
Balance c/d 3.60,000 

• Rs. 4,50,000 

Rs. 

By Balance b/d 4,5(',000 

Rs. 4,50,000 

Dr, Ordinary Share Capital A/c Cr. 

Re. 

To Capital Reconstruction 

A/c 7,60,000 
(Reduction by 95%) 

„ Balance c/d 1 ,30,000 

Rs. 8,90,000 

Rs. 

By Balance b/d 8,00,000 

„ S. Creditors (for 
„ goods) A/c 90,000 

(transferred from) 

Rs. 8,90,000 

Dr. 8% Preference Share Capital A/c Cr. 

Rs. 

To Balance c/d 3,45,000 

Rs. 

By Debentnres A/c 3,45,000 
(Replaced) 

Rs. 3,45,000 : 

Ra 3,45,000 

Dr. 7% Mortage Debentures A/c Cr. 

Rs. 

To JBalance c/d 3,45,000 

Rs. 3,46,000 

, Rs. 

By Debentures A/c 

(Replaced) 3,45 ,000 

i Rs. 3,45,000 
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Balance SSheet aa RaconstriKted 


Liabilities 

1 Assets 

B8. 

Bs. 

AutJiorised Capital 

Fixed Capital Assets 

Issued Capital 

(as recorded) 

11,00,000 

8900 ordinary Shares 

Stock in Trade 

of Bs. lOO each 8,90,000 

3460 8% Pref. Shares 

(as reduced) 50,000 

ofBs. 100 each 3,45,000 

Sundry Debtors 
(as reduced) 20.000 

12,36,000 

Subscribed & Paid-up Capital 

Investments 
(as revalued) 

®00O Ord. Shares of Bis. 100 each 

as reduced to Bs. 6 per Share paid 

40,000 

7,000 

'900 Ord. Shares of Bs. 100 each 
issued to the creditors 

Cash at Bank 13,000 

as fully paid up 90,000 

3460 8% Pref. Shares 
of Bs. IW each issued as 
fully paid in exchange of 

Debenture claim 3,45,000 

4,75,000 

'7^ Mortgage Debentures 3,46,01 0 

Liabilities : 

For goods .3,60,000 * 

For Income Tax 10,000 

3,70,000 

• 



Total Bs. 11,90,000 

Total Bs. 11,90,000 


N B. In order to implement the scheme in fhll details 
the limit of Authorised Capital is to be raised to the extent of 
Bs. 286000 by which it exceed the present limit. 


Q, 5. (a) From the following particulars you are required 
to prepare a statement showing (i) the cost of material used, 
■{ii) the percentage of works on cost to productive wages, 
■(ijj) the percentage of general on cost to works cost And 
total cost 

"Sk^noi finidied goods, Slst Dec. 1949. 28,000 

Stpck of Baw matraial on SlstDec. 1949. 123^ 
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Tarchase of raw materudfl 1,92,000 

Frodaotave wages [,98,800 

^les of Finished goods 5,92,000 

Stock of Finished goods 31st Deo , 1950 80,000 

Stock of raw materials, Slst Dec., 1960 13,600 

Works overhead charges 43,736 

‘Office and General charges 35,624 


(b) The Company is about to send a tender for a large plwt. 
The Costing Department estimate that the materials required 
would cost Bs. 20,000 and wages to workmen would amount to 
Bs. 12,000. The tender is to be made at a net profit of 20% on 
the selling price. Show what the amount of the tender would 
be if based on the above percentages. 

Ans. Cost Analysis showing the Relevant data 

Bs. 

Baw Materials — opening Stock 12800 
„ — Purchased 292000 


Z^S8— Closing Stock of 
raw materials 

Materials Consumed 

Productive wages 

Prime Cost 
Works overhead charges 
( 22% of Productive wages ) . 

Works Cost 

Office and general overhead charges 
(67% of works cost) 

Total cost 

The analysis given above indicates : 

(i) Cost of materials used Bs. 2,91,200 

(ii) The percentage of 
Works On cost to productive wages 22%. 

(iii) The percentage of 
office & general on-cost to works cost 6'7% 

and(iv) Total Cost ... Bs. 6,6 

Any estimate to be given is to be based on the analysis 
given above. On the basis of this analysis the estimate of cost 
and tender price of the plant will work out as below : — 


4,90,000 

43736 


5,38,736 

35,524 

mm I ■ * 

5,69,260 
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Estimate of Cost 

Cost, of jaw materials used 

Productive wages . 

Prime Cost 

Works overhead charges 

(# ^2% of Productive wages) 

Bs. 34,640 

. Works Cost or Cost of production 

Office & general overhead charges 

(@ of works cost) Rs. 2,320 

Total Cost Rs. 36,960^ 

The tender will be given after adding 20% of the Tender 
price to cover profit which works out as follows : — 

Selling an article at a profit of 20% Sales means that in 
the Sale proceeds of Es. lOO. 

Rs. 20 is profit and Ra. 80 is cost t. 

On Rs. 80 (cost) a profit of Rs. 20 is earned. 

This means a profit of 2o% on Cost. 

Now 25% of the estimated Total Cost comes to Rs. 9240. 

So the price for 'l ender will be 

Rs. 36960+R8. 9240. « Rs. 4629 O. 

Q. 6* The quinquennial valuation of Republic of India Life 
Assurance Co., Ltd. having a paid up capital of Rs. 5,00,000 
disclosed a net liability of Rs. 46,50,000 on all their policies and 
contracts in force on 31 at December, 1940. 

From the figures set out below, prepare the Revenue Account 
for the five years ended 3lst December, 1940 and a Valuation 
Balance Sheet as on that date showing the surplus for the share- 


holders and policy-holders : — Rs, 

Life Assurance Fund Ist Jan., 1936 ... 50,00,000 

Premium ... 25 ,80,000 

Interests, Dividends and rents ... 15,20,000 

Fines for revival of lapsed policies ... ^ 1,250 

Consideration for anuities granted 85,000 

Olaiiuepaid ... 2,80,000 

Reassurance balance irrecoverable ... 2,000' 

Expenses of management . . . 2,30,000 

Oommission ... 1,15,000 

Bonus in reduction of premium. ••• 3,550^* 

Annuities paid « • • 1,14,000 

Surplus on revaluation of reversions purchased ... 9,000 

Surrender^ ... 1,70,000 

bcome tax ... 2,40,000 

Imusincash ... 1,12,500 


Rs. 20,000 
„ 12 , 000 ^ 

Rs. 32,000 

„ 2,640 
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Ans. Since there is no mentioning of whether the 
'^emiums are also paid outside India Form of the fourth 
schedule should apply in preparing the Revenue Account 


Republic of India Life Assurance C0.9 Ltd. 
Revenue Account 

for the quinquennium ended 3lst. December> 1940. 


To Ciaiins Paid & Outs. 

By Death 

By Maturity 


2,80,000 


To Annuities Paid l’, 14,000 

Surrenders (inclu- .Ml) 

ding surren^r of (m) tangle 

bonus) 1,70,000 


By Life Assurance Fund 
on 1.1. 36 50,00,000 

„ Premiums ( less 
re-assurance ). 


Bonus in cash 1,12,600 By Consideration for 


25,80,000 


„ Bonus utilised in I 

reduction of premium 3,550 
To lie- assurance balance 


Annuities granted 86,000 
„ Interest, dividends 
and rents 


irrecoverable 
To Management 
Expenses 
„ Commission 
,, Income-Tax 


2,000 Less Income-Tax... 


To Balance of Life 
Assurance Fund at 
the close of the 
period. 79,28,200 


l’l5 0^ By Other income : 

2 ’ 40 ’nnn J’lnes for revival of 
2,40,000 „ Policies 

Ra. 1250 
(ii) Surplus on 
revaluation of 
reversion Rs- 9000 


15,20,000 


10.250 


91,95,260 j 


91,96,250 
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The tern venation balance aheet relates to ascertainment or 
profit by Actnrial valuation of Net liabilities representing excess^ 
of the present value of the Policies over the present value of/ 
fliture premiums receivable thereon. The true profit of a 
Life Assurance business is ascertained by comparing the Life 
Fund at close of a period with the Net Liabilities found on 
Acturial valuation. Below is given the working of a valuation 
Balance Sheet designed to indicate the Surplus available for 
dividend to shareholders as well as ‘Vith Front” — Policyholders. 



Valaation Balance Sheet 
as on 31. 12. 40 



Bs. 1 

Rs. 

Net Liabilities 

1 Assets Constituting 


(as per Acturial 

Life Assurance & 


valuation ) 

46,50j000 Annuities Fund 

79,28,200* 

Surplus ior Share 
holders and Policy 
holder. 

32,78,200 


Rs. 79,28,200 Total Ra. 79,28,200> 


Besides the Revenue Account and Valuation Balance Sheet.. 
A seprate Balance Sheet of Life Department is compiled in. 
Form *‘A” of the First Schedule. Where however there are 
several classes of business of an Insurance Company. A General. 
Baleu^fe Sheet is prepared to exhibit the over all position of 
the Ji^iness as a whole. 

\j' Q. 7. (a) Enumerate the most important clauses of a 
Partnership Deed. 

(b) A B Go., Ltd. has a large credit balance in the Profit 
and Loss A/c. It is desired to make a distribution to the share 
holders but the liquid resources are insufficient to provide for a 
cash dividend. The Directors are considering the following 
poposals : v 

(i) The issue of bonus shares in lien of dividend, (ii) The 
payment of a cash dividend of means of a temporary bank over^ 
draft to be secured by Debentures ; (iii) A clearance sale of'^ 
stock-in-trade at reduc^ prices so as to obtain cash quickly for 
payment of a cash dividend. Give your views briefly and 
precisely. 

Ana. (a) Amengst the various points which may* .be 
i^fibC^rpoiated in the Dead of Partnership according to "the 
ojaMmatances of each case the points noted below are considered 
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to be most importont and flbould constitute the items of an well- 
drawn Deed of Agreement of Partners. The items are : — 

(i) Name> object and tenure of the partnership. 

(ii) Amount of Capital contrihution by the partners, 

(iii) Whether the partners are entitled to any interest on 
capital and whether interests are to be charged on partners"' 
drawings ; in case of interest being provide the respective- 
rates thereof need be mentioned. 

(iv) Share of each partner as to the Profit or loss of 
the firm. 

(v) Whether partners are entitled to any salary commission 
etc. as their remuneration. 

(vi) A partner’s authority to nominate any other person 
( son, other relatiouj any other ) as a partner of the firm. 

(vii) Bights and duties of partners as between themselveS' 
as well as with third parties. 

(viii) Extent of capacity of a partner to bind other partners, 
by his act. 

(ix) The method of computing a retiring or deceased 
partner’s interest including share of profit* share of goodwill etc, 

(x) The method of charging any loss arising from the^ 
insolvancy of a partner to other solvent partners. 

* fxi) The method of settling dispute amongst the Partners. 

Besides the points furnished above a Deed of Partnership^ 
may contain various items which are considered to be of special 
importance according to the circumstances. 

(b) The proposals on which the Directors have concen- 
trated their consideration presuppose the non-availability of 
liquid cash in the hands of the Company, The payment of 
bonus in such circumstances in cash will involve disposal of 
certain assets to have the necessary, fund for payment of bonus ; 
this procedure is fraught with the risk of losing the working 
efficiency of the firm because of the depletion in working Capital., 
The method of issuing shares to the existing shareholders in 
lien of bonus payable to them outweig^hs the difficulty which 
arises in case of payment of bonus in Cash. But this will no 
doubt lower the rate of dividend in the event of profit remaining 
fairly constant even after issue of shares in lien of bonus. The 
method of payment of bonus with the help of bank overdraft is< 
not also free of any drawback and the same should not be 
resorted to unless it is found that the surplus available for 
bonus has been temporarily blocked up and is expected to be 
realised from sale of stock, collection of book debts etc. in the 
normal course of the business. Otherwise raising of further 
capital or incurring of further loan will be inevitable for 
repayment of bank overdraft. The method of having the 
required sum through clearance Sale of Stock at a reduced price 
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will involve enflerring same unnecessary financial loss thereby 
causing depletion in the working capital. 

Of the methods discussed amwe the first one viz, issue of 
ehare in lien of the amount payable as bonus is considered to 
suit the purpose best since this method does not entail any 
depletion in working and liquid capital. No doubt this method 
is designed to lower the rate of dividend, even then the 
dividend which may be paid after issue of bonus shares will 
bear correct relation with the capital employed in earning the 
profits available for dividend. This method of payment of 
bonus is always welcomed by the shareholders since their 
luture income is expected to increase with the better prospect 
of their company, requiring no lurther financial outlay. 

Q. 8. Howrah Iron Foundry Ltd., are manufectures in 
addition to a general engineering and repairing business, of 
electric pumps of four standard sizes which they make and sell 
in large quantities. They desire to introduce a costing systen^ 
which will show them the cost of production of each standard 
size of pump. 

Set out briefly your recommendations so that the costing 
system can be efiicient. 

Ans. The process of manufacture of the pumps being same 
and the difference being only in shape and size the Multiple 
costing system is considered to suit the purpose best. 

Under the Multiple costing system one account is 
maintained for the article on a columnar basis each column 
being meant for each type of articles distinctly differing from 
the others. Within the each column there will be separate 
subcolumn for different element of cost. It will be of great 
advantage for purposes this syistem of cost if a record is initially 
maintained for materials supplied for each type and thereaftee 
deducting the value of material leftover the correct estimatd 
of the value of materials consumed will be ascertained ane 
accordingly charged to respective types of articles. In absencr 
of any such system the total value of materials consumed will be 
apportioned between the different types in the ratio of their 
weights. Direct labour charges will be posted to the respective 
Wpes according to separate recording on the wage sheet 
Chargeable expenses and over bead charges will be distributed 
accoraing to a predetermined principle found worthy of 
acceptance. Since the firm is a foundry there will be separate 
set of books for Casting Department and the casts will be taken 
aS stores and will be charg^ to different types of pumps under 
the head ^^Materials consumed*' when used. A rulling of tabular 
form of Elec. Pump Account under Multiple costing system is 
i^ven overlfeaf . 



Under multiple costing system. 

Uebit side Electric Pflmp Accouiit. 



Works Cost 

'o Office over- 
head 
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Electric Pomp Account (Gontintted) 

Credit side. 


i 

Particnlars. 

Type— A. 
(spo^cation 

isr^ 

Type— B 
(speaficatiOQ 

Type-0 

(ppecification 

Bs 

Type— D 
(specification 

Rs. 

By Sales 

„ Finished Stock 
Account 
(transferred to) 

„ ‘Work-in-Pro- 
gress Account 

Total — 















1 



N. B . — The colurons on both the debit and credit sides of 
Electric Pump Account will vary according to the number of 
types undertaken for manufacture. 


1952 ‘ 

Q, 1. From the following information, prepare Manufac* 
turing Trading and Profit and Loss Accounts for the year ended’ 
December 31, 1951 and a Balance Sheet as at that date, of the 
firm of A, B and 0 : — 

(a) Ledger and Cash Book Balances as at December 31, 
l951 ( except where othewise mentioned ) ; — 

Capital Accounts ( Fixed ) - Interest at 4^ per annum Bs.. 
A •** ••• 80,000 

B ••• ••• 70,000 

C ... ... 60,000 

Drawing Accounts— Interest at 3% per annum 

A ... ... 12,000 

B ... ... 11,600 

0 ... ... 11,000 

Loan accounts.— Interest 6% per annum 

A ... ... 50,000 

B ... ... 45,000 

C ... .. 40,000 

Plant and Machinery as at December 31, 12^ 80,000 

Furniture and Fixture „ „ „ 14,000 

Loose Tools „ „ „ 15,000 

'^<nl».in.progreBB „ „ „ 40io00 

vPntofaaset ... ... 8,40,000 

^ages ... ... 2,80,000 

/'Sales ... ... 8,50,000 
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Stock as at December 81, 1950 
'dSaw Materials ... ^ 


80,000 

^Finished Goods 

• • • 

50.000 

y Salaries 

• • • 

1,17,406 

.Bent, Bates and Taxes ... 

• •• 

22,000 

Electric Charges : 

Power 

• •• 

10,000 

.jQfBce 

• •• 

2,000 

Postages, Telegrams and Telephones 

• •m 

1,600 

/Insurance Premium 


3,081 

, Printing and Stationery ... 

• • * 

2,314 

.Charges General 

• •• 

27,500 

jSundry Debtors 

• • • 

1,00,000 

Reserve for Bad and Doubtful Debts 

■ • • 

6,(00 

Sundry Creditors 

ft • • 

36,000 

Casbun hand and at Bank 


65,700 


^ (b) At December 31, 1951, Loose Tools were valued at 

16,500 ; Stock in hand at Bs. 46,000 for Baw Materials and 
Bs. 75,000 for Finished Goods. On the same date Works-in- 
Fro^ess amounted to Bs. 57,000 and Salaries and Bent where 
out(%.nding for Bs. 14,000 and Bs. 1,900 respectively. 

The Insurance Fremiun covered a period of 13 months. 

(c) Depreciate Furniture and Fixtures at 5% and Plant 
and Machinery at 7^%. 

Write ofi Bs. 4,000 as Bad Debts and maintain Bad Debts 
Beserve at 1^%. 

All interests are to be calculated on the balance as at 
December 31, 1951. 

(d) A, B and C share profits and losses as 8 : 5 : 3. 


Ans. Manufacttttiog Account' 

for the year ended 31st December, 1951 
^ Qr. 


Particulars 

Amount 

Particulars Amount 

To Opening Stock : — 


By Cost of Production 

Raw Materials 

30.000 

transferred to 

Work in Progress 

, 40,000 

Trading Account 

n Purchase of raw 

70,000 

6,01,600 

materials 

8,40,000 
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Dr. 

Cr. 

Particulars Amount | 

Particulars Amoimt 

Brought forward — 4,10,000 

Less : — CL Stock of 

Materials 46,000 

Work-in- 

Progress 57,000 

1,03,000 

Materials consumed 3/)7,000 

To Wages (Productive) 2,80,000 

„ Electric Power 10,000 

Brought forward— 

6,01,600 

Prime Cost 5,97,000 

„ Depreciation charges : 

Depr. on Plant Mach. 

6,000 

L^aa 'Appreciation in 
the value of Loose 

Tools 1,600 

4,500 

4,500 

1 

6,01,500 

6.01,600 

Trading Account 

for the year ended on 31st. December, 1951. 

Dr. Or. 

. Particulars Amount 

Particulars ^ Amount 

To Opening Stock of 

Finidied Product t 50, 

„ Cost of artides produced 

(as per manufacturing A/c) 6,01,500 
„ Gross Profit c/d 2,73,500 

By Sales 8y50«000 

n Closing 
stock of 
, Finished 
goods 76,000 

' .25,000 

9,25,000 
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Profit and Lobs Account 

for the year ended on 81. 12. 61 


Particulars Amount 


To Salaries 1,17,405 

ddd-Salary outstanding 14,000 

1,31,405 

To BentS; Bates & 

Taxes 22,000 

ildd-Outstanding Rent 1,900 


To Postage, Tel ms. & Phones 
,, Insurance Premium 3,081 
Less Unexpired Premm. 237 

To Electric charges (for oflSce) 

„ Printing & Stationery 
„ General charges ! 

„ Depreciation : 

Furniture & Fixture 
,, Reserve for Bad debts 
(li% on 96000) 1440 

Less Old Reserve 5000 
• — 

Exccsa Reserve 3560 
Less Bad debts w/o 4000 

Fresh Reserve 440 
To Interest on capital (outsg.) 

A 3200 

B 2800 

• C 2400 

,, Interest on Partners’ 

Loan (outstanding) 

A 3000 

B 2700 

C 2400 

„ Balance — Net profit trans- 
ferred to partners’ Drawing 
Accounts : 

A (A share) 327l5 
B (A share) 20448 
C share) 12269 


23,900 

1,500 


Particulars 


By Gross Profit 
b/d 

„ Interest on 
Drawing (outsg.) 
A 360 

B 345 

C 330 


Or. 


Amount 


2,78,600 


2,844 

2,000 

2,314 

27,500 


65432 


Bs. 2,74,635 


Rs. 2,74,686 
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Balance Sheet as 


December, 1951. 


Liahilities . 

Amount | 

A^/iets Amount 

Sundry creditors 

350001 

Plant & Mach. 80000 

Liability for expenses (outag,) 

Leo% Depre- 

Salary 

14000 

elation 6000 

l^nt 

1900 

74000 


• " ’ 15900 

Furniture & Fixture 

Jjo&n Accounts ; 


14000 

A 

50000 

Lzzz Depre- 

B 

45000 

ciation 700 

0 

40000 

13300 


135000 

Loose Tools 

Capital Accounts (fixed) 

(revalued) 16500 

A 

80000 

Sundiy Debs. lOOOOO 

B 

70000 

Lezz Bad 


C 60000 

Partners’ DrawiM Accounts 

A : Interest on Cap. 3200 
Interest on Loan 3000 
Share ofProBt 32715 
38915 

Lezi Drawing 12000 

26915 

Zess Intat. on Drawing 360 

B : Interest on Cap. 2800 
Interest on Loan 2700 
Share of Profit 20448 
25948 

Lett Drawing 11500 

14448 

Lett Int. on Drawing 345 

C : Interest on Cap. 2400 
Int. on Drawing 2400 
Share of Profit 12269 
17069 

Lem Drawing llOOO 

6069 

Lew Int. on Drawings 300 


Debt’s (w/o) 4000 
210000 96000 

: Lezz Beserve 

for Bad debts l440 

94560 

Stock in Trade : 

Baw materials 46000 • 
Work in- 
progress 57000 
Finished stock 75000 
26555 178000 

Cash in hand & 

at Bank 65700 

Prepaid Insurance 237 


14103 


Total Be. 4,42.297 


Total Bs. 4,42,297 


1S58J 
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Q. 2» (a) A firm mamtatioDS 800 persoDal accounts pf 
debtors Considerablo difiBcuIty it experienced in agreeing the 
TTrial Balance at the time of the annual closing, and mistakes are 
very often discovered in respect of the personal accounts. 

Suggest a remedy and fully explain its working. 

(b) The following is a summarised analysis of the accounta 
of the outstanding debtors of a firm at the date of the annual 
'Closing as appearing is one of its Ledgers : — 


Debtors 

Good sold 
during the 
year 

Goods rotn- 
med during 
the year 

Cash or 
cheaue lece- 
ived dunng 
the year 

Discount 

allowed 

during the 
year 

Bills of Ex- 
chan^ reoe* 
ived during 
the year 


Es* 

Rs. 

Rs. 

Rs. 

Rs. 

A 

2,763 

... 

1,500 

• • • 

1,000 

B 

6,514 

23 

3,200 

130 

3,500 

<3 

3,987 

15 

2,000 

40 

2,200 

D 

5,762 

• •• 

4,100 

• f • 

• •• 

E 

9,385 

117 

6,300 

93 

3,600 

F 

8,426 

• • 

6,900 

... 

2,3''0 

G 

4,931 

82 

2,200 

49 

3,800 


• There was an outstanding balance of debtors to the extent 
of BiS. 3,985 at the begining of the year. 

Out of the above receipts a bill for Rs. 700 given by B was 
'dishonoured and the charges amounted to Bs. 5* 

Ans. (a) The maintenance of 800 personal accounts and 
lasting a trial balance from time to time is no doubt offers 
formidable difficulties. The only remedy lies in introduction of 
Self Balancing Ledger System under which we can cast a 
’ separate trial balance for Debtor’s .Accounts only, if required. 
The basis of this system is that the Ledger Accounts of a firm 
are grouped in three separate sets of books, these three sets 
Tecording Debtors Accounts, Creditors Accounts and General 
Accounts. Under this system an Adjustment Ledger is 
maintained at the foot of each set of Accounts to record the 
'^consequential effect of the transaction in other accounts not 
covered by the scope of that particular set ; e* g* General 
Ledger Adjustment Afc is maintained at the foot of Debtors 
Ledger so that the corresponding debit or credit which should 
bave been given to an account or accounts in the general 
accounts set can be recorded in the General Ledger Adjustment 
Account. By maintaining the records of coriespoding debit or 
'C^it in the same set of Accounts we can make the particular 
«et t>f accounts self-contained and are in a position to cast a 
trial balance without having any reference to balances in othelit 
•accounts in two other sets. If a toial balance is cast of the 
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debtors ledgers the total of the balances in debtors* aeconnts will 
tally with the balance shown in General Ledger Adjustment 
Account maintained along with the Debtor’s Ledger. Similarly 
in casting a trial balance of General Accounts the total of the 
balances in all the impersonal accounts will agree with the total 
pf the balances of Debtors Ledger Adjustment Account and 
Creditors Ledger Adjustment Accounts both being maintained 
at the foot of General Ledger. In this way we can cast separate 
Trial Balance of each of the three different sets of ledger 
Accounts and thereby overcome the difficulty of having all the 
accounts of a firm balanced on a particular day for purposes of 
casting trial balance to verify the arithmetical accuracy of the 
transactions recorded. An example is given below to make the 
contention more clear. 

Let us suppose that goods worth Rs. 500, Bs. 350 and 
Rs. 200 are sold to three different parties X, Y & Z. The entry in 
the Debtors Ledger or Sold Ledger as may alternately be called 
will be : 


X's 

Account 

Dr. 

500 

T’s 

Account 

Dr. 

850 

Z’s 

Account 

Dr. 

200 


To General Ledger Adjustment A/c 1050. 
On receipt of the amounts from them the entry in the 
Debtors Ledger will be as follows : 

General Ledger Adjustment A/c Dr. 1050 


To 

X’s 

Account 

500 

•> 

T’s 

Account 

350 

91 

Z’s 

Account 

200 


Where however the personal accounts are numerous, as in 
the subject case, it is advisable to sub-divide the Debtor’s Ledger 
suitably so that each ledgar does not contain unmanageable 
number of accounts. 

(b) On the basis of the suggestion put forward above a 
General Ledger Adjustment Account will be maintained at the 
foot of Debtor’s .Ledger both starting with the balance of 
Rs. 3985 at the credit and debit respectively. Thereafter the 
General Ledger Adj. A/c will be creditra with the total figure 
of sales as Rs. 41768 the corresponding debit being in 
respective Debtor’s Accounts. A reverse entry will be with 
the figure for Returns Inward. General Ledger Adjustment A/c 
will be debited with the total amount of Cash received, B/B 
receiv^ and Discount allowed giving corresponding credits to 
the respective accounts of the Debtors. The General Ledger 
tinent Aocoont will be credited giving correapoDding 
to tile particular debtors Account for the amount of 
representii]^ BfR dishonoured and charges thereon. IThe 
imild^g of the accounts is given below 
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[ Since no individoal balances of debtor's aocpnnts are 
available the postings are shown in Total Debtors Account ; 
in practice however the postings are made to the respective 
demor*s acconnts ]. 

DEBTOR’S LEDGER 

Dr. Total Debtcws A/c Gr. 


To balance b/d 

Bs. 

By General Ledger 

1 Bs. 

„ General Ledger 

3985 

Adj. A/e. 

33r 

Adj. A/c 

41768 

(Beturn Inwards) 

25200' 

(Total Sales) 


„ Do (Cash receipt) 

312: 

„ General Ledger 


„ Do (Discount 


Adj A/c 

705 

allowed) 

16300^ 

(B/B Dishonoured) 


It n (Bills receivable 




received ) 




By Balance c/d 

4409 


46458 


46458 


Dr. General Ledger Adjustment A/c Cr. 


To Debtors Ledger 

Bs. 

By Balance b/f 

. A/c 

237 

„ Debtors Ledger 

(Returns Inwards) 


(Sales) 

„ Debtors Ledger 


„ Debtors Ledger 

a/c 

25200 

(B/R Dishounard) 

(Total Cash receipt) 
Debtors Ledger 


A/c 

312 


(Discount allowed 
„ Debtors Ledger) 



A/c 

16300 

• 

(B/B received) 



„ Glance c/d 

4409 

46,458 



Bs. 

S985 

41768 

705 


46,458 


Trial Balance 


Particulars 

Dr* 

Cr* 

Total Debtor’s Account balance 

GeneriJ Ledger Adjustment A/c. 

4409 

___ 

4409 

4409 

4409 


In the other part of account viz in General Ledger the 
Total Debtors A/c will be replaced by an adjustment Ledger 
known as Debtors Ledger Adjustment Account. 
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Q. 3. The following is the aiimmariBed BtJance Sheet of 
Bragal leaders Ltd. aa at December 3l, 1961 


(Capital Sb Liabilities 
Capital : Be. 

2Q,000 Ordinary shares 
■of Bs. 45 each, fnlly 
paid ... 9,00,000 

I.OOO 4% Cnmnlative 
Preference Shares of 


Froporty and Assets 

Bs. 

Goodwill ... 50,000 

Sundry Fixed Assets 9,65,300 
Sun^ Current 

Assets ... 6,00,000 


Bs. 100 each, fully 
■paid ... 1,00,000 

-Loans at 6% ... 76,000 

t % Debentures ... 2,60,000 
Current Liabilities 1,80,000 


16,15,000 


15,15,000 


Interest on Loans and Debentures and dividend on Preference 
'Shares are all outstanding for one year and have not been shown 
as such in the Balance Sheet. The Preference Shares are pre- 
ferential regarding repayment of Capital at lO % premium. 

The assets independently valued, show that the Fixed Assets 
are worth Bs. 12,00,000 and the current Assets Bs. 6,00,000. 
-Compute the value of each Ordinary Share. *■ 


Ans. Intrinsic value of Shares 


Book value of assets 

•••• 

Bs. 

Fixed Assets 

9,65,000 


Current Assets 

5,00,000 


Good will 

60.000 

15,16,000 

Add • Appreciation in 

the value of : 


Fixed Assets 

235000 


Current Assets 

100000 

3,35,000 


Actual Market value of Assets Bs. 18,50,000 
X-esa • Creditors ^1,80,000 

Xess : Liabilities for : Bs. 16,70,000 

5% Debentures and interest 
due thereon 2,73,000 
6% Loan and interest 
due thereon 79500 

3,62,600 

Bs. 13,17,500 
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Net Assets avidiable Bgafiut Sftiare Cental 

Lbk : Axnmount involved in Bs. 13,17|500 

Case of redemption of 
Preference Shares vifh 

Premium. Iil0,000 


Net assets available for Ordinary Shares Bs. 12,07,500 

20000 in number ■ 

JSence each ord. share of Bs. 45 each folly paid is worth : 

n.b. No cognizance is taken of arrears of dividend on 
<]Inmulative Pref. shares since j there will be no occasion for 
Ipayment of dividend in the case of winding up or sale of the 
firm to another Company. 

Q. 4. P, Q and R are in partnership as a firm of stock and 
share brokers. The deed of agreement provides, amongst other 
things, the following 

(a) Each partner is to get as his personal income 20®/o of the 
brokerage earned on shares purchased or sold through him ; the 
remaining 50^0 is to be treated as firm income, (b) If a custo* 
mer fails to take delivery of his shares and so the firm has to 
pay up the money to the seller, this payment is to be regarded 
as a lass and is to be debited to the accounts of the partners in 
the proportion of 8 : 4 : 3. Also, no brokerage is erned on each 
transaction, and the affected shares are distributed amongst the 
partners in the proportion of 8^4 : 3. The following are 
the rates of brokerage on the market values of the shapes 
negotiated 

Above Rs. 5 and up to Es, 26 4 annas per share 

Above Rs. 25 and up to Rs. 50 8 annas per share 

Above Rs. 100 8 annas for share 

Rs. 100 or part thereof. 

From the following analysis for the year 1951 calculate the 
amount of each partner s earnings (brokerage and share of profit) 
during l95l„ assuming the income of the firm from investments 
and other sources ( besides brokerage ) to be Rs, 20,305; 
expenses Bs. 82,495 duping 1951. Profit and losses are to be 
^ehared by P, Q and R as 4 : 3 : 3. 

Analysis of Shares negotiated daring 1951, 
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fih&ies Negotiated ( in Giosb } 


Market value 
of shares 

Number of shares 
negotiated 

( in grosi 

Number of Shares 
dishonoured by 
customers. 

Average |»ice8 
at which the 
firm met the 
loss 

■■ 

Q 

! B 

P 

1 

1 E 

Between 








Bb. 15 & Bs. 20 
Between 

Bs. 88 & B& 30 

^,0C0 

50,000 

0,000 

18 a 

240 

120 

Bs. 19 

50,000] 

40,000 

45,000 

so 

90 

uo 

Bs. 88 

Between 





B8.150&BS.110 

|?0,000 

10,000 

8,000 

15 

30 

45 

Bs. 116 


Siiares not Lononred customen 
out of tfaose negotiated 


Ana. 
Partner— P 


Statement total brokerage earned and the 
negotiating Partner’s Share thereof. 


No. ( Net ) of shares 
negotiated 


29820 ( 30000—180 ) shares 
@ 4 as. per share 
49970 ( 50000 — 30 ) shares 
@ 8 as. per share 
19985 ( 20000—15 ) shares 
@ 8 as. per share 


total 

Brokerage 

earned 

brokerage 
due to 
firm 

Brokerage 
due to 
Partner 

7465 



24985 



9992 

1 

# 

42432 

21216 

21216 


Partner- Q 


1 

2 

3 

1 4 

49760 ( 5COOO— 240 ) shares 
@ 4 as. per share 

39910 ( 40000 — 90 ) shares 
@ 8 as. per share 

9970 ( 10000—30 ) shares 
@ 8 as. per sWe 

12440 

19955 

4985 

37380 

18690 

18690 


Partner— R 


1 

2 

3 

' 4; 

59880 ( 60000 — 120 ) shares 
@ 4 as. per share 

44850 ( 45000 -150 ) slmres 
@ 8 as. per share 

7955 ( 8000-45 ) shares 
@ 8 as. per share 

14970 

22426 

3977 


e 


41372 

20686 

20686 


In calealations fraction of a rupee has been ignored. 
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Statement of total earnings of Partners. 


Particulaxs 

Firm 

Bs. 

F 

Bs. 

Q 

Bs. 

B 

Bs. 

Total Brokerage earned 

J^g8 — Loss on account of dis- 
^honoured shares : 

540 shares ^ Bs. 19 

270 shares @ Bs. 33 

90 shares @ Bs. 115 
•^ledited to Partners accounts 
in the ratio 8:4:3. 

60592 

15744 

7872 

5904 

Income (other than brokerage) 

60592 

20305 

5472 

10818 

14782 

Gross income of the firm 
Expenses incurred by 
the firm 

80897 

32495 




^Jet income of the firm trans- 
^ ferred to Partners’ accounts 
in the ratio 4:3:3.^ 

48402 

19360 

14521 

14521 

Partners’ total earnings 

— 

24832 

25339 

29303 


[ Loss of brokerage in reapecb of dishonoured shares does not 
appear in the statement since only the brokerage in respect of 
sluffe (net) negotiated and honoured has been taken into account 
ignoring the loss in brokerage which could have been avoided 
by making the calculations separately ]. 

Q. 5. A company issued Rs. 2,00,000 in 5% Debentures of 
Bs. 100 each at par, repayable at the end of 5 years at a 
premium 6%. A Sinking Fund at 4%, compound interest is 
created lor the redemtion of the debentures. 

Draw op the Debenture Redemption Fund Account for the 
■five year. 

[ Re 1 per annum at 4% compound interest amounts to 
Rs. 5‘4163 in 6 years J. 

Ans. The total amount which will be required for 
redemption of Debentures is 

2000 Debentures of 
Bs. 100 each Rs. 2,00,000 

. Premium @ 6% 

on Rs. 2,00,000 Rs. 12000 


^TotalRs. 2,12,000 
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To accumntate this amoimt after 5 yeoa a inking Fund-' 
eartyiog 4% interest on inTestment is to be created the annual 
coatribntion therefore being computed as follows ; — 

1X212000 „ Oft,.,,,, D 

6 = 4 li^=B 8 - 3914111 nP. 


Dr. Debenture Redemption Fimd Gr. 


Ba. nP* 

Iflt year 

To Balance c/d 89141’11 

Rs. nP. 

Ist year 

By P & L Appropriation 

A/c 39141*11 

2nd year 

By Balance b/d 89141*11 

„ Interest A/c 1665*65- 

„ P & L Appropria- 
tion A/o 39141*11 

2nd year 

To Balance c/d 79847*87 

79847*87 

79847*87 

! s ^ 

3rd year 

By Balance b/d 79847’87 

„ Interest A/c 3193*91 

„ P & L Appropria- 
tion A/c 39141*11 

3rd year 

To Balance c/d 122182*89 

12 182 8 

122182*89 

4th year 

To Balance c/d 166211*32 

4th year 

By Balance b/d 1221 82*89 

„ Interest A/c 4887*32 

„ P & L Appropria- 
tion A/c 39141*11 

1.66,211*32 

1,66,211*32 

5th year 

To General Reserve 
(transferred) 2,12,000 

5th year 

By Balance b/d 166211*32 

„ Interest A/c 6647*87 

», P & L Appropria- 
tion A/c 39141*11 

Rs. 2,12,000 

Bs. 2,12,000 


' Last yeat’s interest hts been so accounted for as to- 
maike Ipflond eqiml to the Stapdated amount «.«. Bs. 2.12.000. 

'f V*,f ■ 
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Q. 6. The new Go., Ltd., was formed to take over the 
bosinesa of the Old Co^ Ltd., of which the Balance Sheet stood 
as follows : 


Capital & Liabilities 
Capital : Bs. 

40,000 Ordinary Shares 
of Bs. 10 eaach ftally 
paid 4,00,000 

Beserve 1,00,000 

Sundry Creditors 80,000 

Profits & Loss A/c. 20,000 


Property & Assets 

Bs. 

Laud and Buildings 1,76,000^ 
Plant & Machinery 1,25,000 
Furniture & Fixture 10,00(1' 
Sundry Debtors 2,15,000' 

Stock 45,000 

Cash in hand & at Bank 30,000' 


6,00,000 


6 , 00,000 


The purchases consideration was Bs. 100,000 payable in 
cash ; Bs. 100.00,000 by the allotments of 1,000 4i% Debentures 
of Bs. 100 each ; and three fully paid shares ofBs. 10 each of 
the New Co. Ltd. in exchange for four fully paid shares of Bs. 10 
each of the Old Co. Ltd. 

The assets are to be taken over at their book values. 

* The Nominal Capital of the New Co. Ltd. was Bs. 50,00,000- 
divided into 50,000 Ordinary Shares of Bs. lO each. Out of' 
this 30,000 shares had been allotted to the public and the 
Application money (Bs. 2/8 per share) and allotment money 
(Bs. 2/8 per share) had been received in cash in full. 

On the due date the cash consideration was paid the stipu- 
lated debenture were issued as fully paid and the Venders*' 
^Shares were allotted. 

The Preliminary Expenses amounted to Bs. 10,000. 

Give Journal entries to open the books of the New O,, Ltd;, 
and draw up the opening Balance Sheet. 


Ans. In the books of New Co. Ltd. 

The purchase consideration may be arrived at as follows 
Bs. 1,00,000 in cash. 

Bs. 1,00,000 by issue of lOOO 4"/o Debentures 
of Bs. 100 each. 

Bs. 3,00,000 by issue of 30000 ^ ^^00x3 ^ 
Shares of Bs. each 


B& 6,00,000 
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Joutnal Entries. 

j(l) Land & Building A/o Dr. Bs. l,75/)00 
Plant & Machinery A/c Dr. 1,26,000 

Fnmitare & Fixtures A/c Dr. Rs. 10,000 
Sundry Debtors A/c Dr. Bs. 2,15,000 

Stock A/c Dr. Bs. 46.000 

Gash and Bank (btdance) A/c pr. Bs. 30,000 

To Sundry Creditors A/c 80,000 

„ Old Go Ltd. (Purchased) A/o 5,00,000 
* » Capital Beserre A/c 20,000 

(Assets & Liabilities of the old Co Ltd. taken over being 
incorporated in accounts). 

■{2) Old Co. Ltd. A/c Dr. Bs. 4,00,000. 

To Share Capital A/c Bs. 300,000 
„ 47o Debentures A/c Bs. 1,00, OoO 
(30000 Shares of Bs. 10 each and 1000 4°/, Debentures of 
Bs. 1000 being issued to the vendors in part satis&ction of the 
•consideration for purchase of their affairs). 

*(3) Bank A/c Dr. Bs. 76000. 

To Share Application A/c Bs. 75000. 

( Application money (B Bs. 2/8/- per Share in respect of 
30000 Shares of Bs. lO each being received). 

(4) Share Application A/o Dr. 75000 

To Share Capital A/c Bs. 75000. 

( Application money inrespect of 80000 Shares being 
transferred to Share Capital Account). 

(6) Shares allotment A/c Dr. Bs. 76000 

To Share Capital A/o Rs. 75000. 

(Allotment money @ Be. 2/8/- per share being due and 
■called on 30,000 Shares of Bs. lO each). 

*(6) Bank A/c Dr. Rs. 75000 

To Share Allotment A/c Bs. 76000. 

(Allotment money being received). 

-•(7) Old Co. Ltd. A/c Dr. Ba 1,00,000. 

To Bank A/o Bs. 1,00,000 

(Amount being paid to the Vendor Co.) 

♦(8) Preliminary Expenses A/o Dr. Bs, 10,000. ^ 

To Bank A/c Bs. 10,000 

(Preliminary Expenses being incurred). 

.(9) Capital Reserve A/c Dr. Bs. 10,000 

To Preliminary Expenses A/c Bs. 10,000 
(Preliminary Expenses bein^ entirely written down to 
'CamMll^serve representing an item of capital gain). 

ViJpl* B. Normally no journal entry is passed in respect of 
iti^ marked * above. But since ledger accounts have not been 
xMtdred in the Sum journal entries in respect of the transactions 
could have directly been posted in Ossh book are 
iMiiushed above. " 
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NEW CO. LTD. 


Balance Sheet — opening as on 


Liabilities Amount I Assets Amount 


Authorised Capital 

shares of Bs. 10 each. . . . 


Issued & Subscribed 
^Capital. 

60,000 shares of Rs, 10 each 6.00,000 


Calledup &. Paidup Capital 

^0,000 shares of Rs. 10 each 
issued to the vendor’s as fully 
paid up 3,00,000 

30,000 shares of Rs. lO each 
issued to the public as Rs. 5 
per share calledup and fully 
paid 1,50,000; 


4,50,000 

debentures — 4% Debenture 
of Bs. 100 each issued to the 
vendors. 1,00,000 

Sundry Creditors 80,000 

Capital Reserve 20,000 

Less Frel. Expenses 

written off 10,000 

10,000 


Land and 

Buildings 1,75,000 

Plant and 

Machinery 1,26,000 

Furniture and 

Fixtures 10>000 

Sundry Debtors 2,15,000 

Stock 45,000 

Cash in hand and 

at bank 70,000 


Total Bs. 6,40,000| 


Total Rs. fs40,000 


Note : The limit of authorised capital, as stated in the 
sum falls short of the total of issued share capital ; hence before 
giving effect to the scheme the company will have to move for 
raising the limit of authorised capital in the usual manner. 

, ' Q. 7. (a) Explain what is meant by ‘'Contract of 
Indemnity” and “Insurable Interest.*’ 

What are the points of time at which insurable interest must 
exist in the following classes of insurance : — 

(i) Life Assurance ; (ii) Fire and Accident Insurance ; 
(iii) Marine Insurance ? 

(b) X owes Rs. 16,000 to Y for goods purchased. Being un- 
able to meet this liability, X assigns his life policy of Rs. 25,000 

Adv. A/c-6 
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to Y on February 5th, 1949, and obtains a complete discharge.. 
Premium on the policy, payable on 10th January each year 
(including days of grace), is Rs. 1,3*76 per annum. In view of 
X*s old age, Y decides to pay the annual premium and keep the 
policy alive. 

X dies on 7th March. 1952, and the policy money is received 
by Y on 25th March, 1952. 

Y dosses his accounts on March, 31 every year. 

The surrender values of the policy were : — (a) Rs. 10,385 at 
the data of assignment ; (b) Es. 10,400 at March 31, 1946 ; 
(c) Rs' 11,147 at March 31, 1950 ; (d) Es. 12,011 at March 
31, 1961. 

In Y’s books, show the Ledger Account of X and the Life 
Policy Account of X and calculate the net profit or loss of Y 
on the policy. 

Ans. (a) According to Sec. 124 of the Indian Contract 
Act a contract of indemnity is one whereby one person 
undertakes the liability to indemnify the other any lose 
sustained by the latter due to happening of Specific contingency. 
As for example, if A promises to B to make good the lose which 
B may have to suffer in consequence of his entering into a 
contract of Sale with Ci it is a contract of indemnity. Insurance 
may be said to be a contract of indemnity whereby the Insurer 
undertakes to indemnity the person insured for a Specific 
amount of loss against the consideration of a periodical payment 
of a fixed sum as premium. 

No benefit under the insurance method can be claimed 
unless the person claiming the benefit has an interest on the 
subject matter in respect of which the insurance is effected. 
This provision is known as ^'Insurable Interest”. The principle 
of insurable interest restricts the scope of insurance only to the 
extent of being indemnified for the loss which directly affects 
the person covered by the insurance ; Otherwise insurance 
contracts would have been wagering contracts. One cannot, 
earn any profit by taking up a fire Insurance Policy in respect 
of a house belonging to another person as a former v has no 
insurable interest. The element of insurable interest must 
exist in all cases of insurance but the existence of the same ia 
to be at different times in respect of different kinds of insurance. 
The actual time at which the insurable interest must exist in 
respect of the different kinds of insurance are indicated below : 

(^/Ltfis Assurance— Insurable interest must be in existence 
at ti4<^iaie the policy is effected. 

V (UV ; Jire and Axcident Insurance ^Insurable interest 
mustphJb^ at the time of maturity of the policy, t. s. at the 
time i^lia^pening the contingeixey. 
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Marine Insurance — Insurable interest must be there 
at the time the loss actually occurs. 

(b) Di£Ferent methods ms^ be followed for maintaining 
the records of the transaction. One method which is considered 
to be more specific in indicating the actual profit or loss in 
respect of the policy is furnished below. In proofing with the 
solution it may be assumed that the Policy Account should not 
be shown in accounts at a figure higher than the surrender value. 

On receipt of the Policy from X. X’s Life Policy Account 
will be debited by giving corresponding credit to X*s Account 
and the balance in the latter account being transferred to Bad 
debt Suspense Account. Payments of annual premium will be 
posted to the debit of the Policy Account and the Policy account 
will be brought down to surrender valne level at each closing 
date by transferring the difference to Bad debts Suspense 
Account. On maturity of the Policy the Policy Account will be 
credited with the amount received from the Insurer ; Baddebt 
Suspense Account will be re-transferted to Policy Account. 
The balance in the Policy Account will represent profit earned 
in respect of the Policy. To Safeguard the accumulaticn in 
Baddebts Suspense Account a reserve for the equivalent amount 
miyr be raised by charging to Profit & Loss Account and on 
the Policy affairs having been finalised the balance in the reserve 
account maintained for this purpose may be transferred to 
General Reserve. The detailed working of the accounts is 
furnished below : 


Dr. X’s A/c Or. 

Rs. Rs. 

To Balance b/d 15000 StbFeb. 1949. 

By X’s Life Policy A/c 10385 
,, Baddebts Suspense A/c 
(transferred) 4615 



16000 1 

15000 

Dr. 

X’sLife Policy A/c 

Or. 


Bfl. 

Bs. 

1949, Ffcb. 5. 

By balance c/d 

10400 

To X’b Account 

10385 


March 31 

Baddebt Suipense A/e 

15 



10400 

10400 
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April 1949.' 

1950, March 31. 


To Balance b/d 

104< 0 By Baddebt 


Jan. ’50 To Cash 

1375 Suspense A/c 

628 


Balance c/d 

1114T 


11775 




11776 

April 1950. 



To Balance b/f 

11147 1951, March 31. 


Jan -’51. Cash 

1375 By Baddebt Suspense A/c 511 


By Balance c/d 

12011 

* 

12522 




12522 

April 1931. 



To Balance b/f 

12011 1952, Mar. 25. 


1952, Jan. ilO 

By Cash 

25000 

To Cash 

1375 


March 25 



Baddebt Suspense 

5739 


(transferred) 



March 31. 



To Profit 

5876 



26000 

2.7000 

Dr. 

Baddebt Suspease A/c 

Cr. 


R9. 

1949, March 31 

By X’b Policy Account 15 
» Balance c/d 4600 

4615 

1950, March 31 

By Balance c/d 6228 

5228 

1951, March 31 ^ 

By Balance c/d 5739 

5739 


1952, March 

By X’b Policy A/c 

(transferred) 5739 


Be. 


5th Feb. 1949. 

To X’s Account 

4615 


4615 

April 1949 

To Balance b/d 

• 

4600 

1950, Mar. 31 

To X’s Policy A/c 

628 


5228 

April. 1950 

To Balance bid 

6228 

1951, M^rch-31 

To X’b Bjlicy A/c 

511 


5739 

April 1951 
.l^iBalance b/d 

6739 
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Q. 8. (a) Some of the materials issaed to a work order have 
been found to be in excess- Should they be returned to the 
Stores or transferred to some other work order where they may 
be in immediate demand ? Give reasons for your answer. 

(b) At the time of the annual closing of accounts, there are 
some works in progress. Overheads are not charged on uncom- 
pleted works ; at the same time, if overheads are not shown in 
the accounts, reconciliation between cost an financial accounts 
will not be possible. How would you proceed in the matter ? 

On the basis of the following information, prepare the 
necessary closing Cost Journal entries in order to incorporate in 
the books of account complete information relating to the works 


in progress. 

Works in Progress Rs. 

Materials Issued 80,000 

Wages Paid 76,000 

Chargeable Expenses Incurred 5,000 


The factory Overhead is 60% of Wages and OflBce Overhead 
26% of Factory Cost. 

Ans. (a) The usual method of dealing with the excess 
materials at the sight of a particular job is to return the same to 
Stdte by entering in Stores Returned Notes. Although as a 
principle transference of materials and Stores from one job 
directly to another is strictly forbidden in a sound system 
of costing yet the occasion may so arise where passing of the 
goods from one job to another through Stores Department 
causes delay and involves unnecessary carrying charges and 
wastages in transit. In such cases however direct transfer of 
materials from one job to another is permissible. In order to 
iiave this transfer duly noted in th^ Material Analysis Book 
maintained in the Stores Department the foreman of the job 
transferring the materials will enter the goods in Stores Transfer 
Note and after having the same signed by the foreman of the 
other job will send to the costing clerk in the costing 
Department. In compiling the Cost analysis both Stores 
Returned and Stores Tranferred will be posted against the 
total of the Requisition and thereby the net cost of materials 
consumed in a particular job will be ascertained. 

(b) Since the reconciliation of Cost Accounts with Financial 
Account is not possible unless a proper account is made for 
proportionate allocation of on cost burden to Work-in-progress, 
a method is adopted where by the proportion of Works On cost 
and 0£Sce on cost attributable to Works-in Progress are 
recorded in two separate accounts created for this purpose. The 
accounts are *Worb Oncost on Works-in-Progress’ and are of 
the nature of a Stspense Account. At the close of each financiid 
p^iod On cost or Overhead on V^rks-in-Progiess Accounts are 
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Although proforma of Sale or Beturn Day book has been:, 
furnished above it is also the fact that most of the firms haying 
transactions on Sale or retum basis use the conventional form of 
Sales Day book. 

Recording of transactions under Sale or Return system 

On Sending the goods the first part of the Day book is filled up- 
end by the time of closing no entry is made in the second and 
third part of the same the figure is shown in the Balance 
Column. 

On receipt of customer’s approval the entry is made in the 
second part wherefrom the posting will be given to the respective 
customer’s accounts in the General Ledger, The Sales Account 
in the General Ledger will be posted with the monthly total of 
the postings in the Second group Columns. 

On receipt of goods returned the third part of the Day Book 
(as illustrated) will be filled up. No postings to any other 
Ledger accounts are made in respect of entries made in the 
first and third parts of the Day Book. At the closing time the 
amounts in respect of any goods for which neither the 
Customer’s approval has been received nor has the consignment 
been returned by the customers are posted in the Balance. 
Colulnn and thus the Sale or Return D^y Book is made Self- 
contained, The total of the postings in the first column of the 
Sale or Beturn Day Book will agree with the Grand total of 
postings made in the other three columns of the Day book. 
In order to make the recordings of the transactions under Sale 
or Return basis completely separate and Self balanced two other 
accounts Goods Sent on Sale or Beturn Account, Customers 
temporary Account opened and in these cases conventional 
pfoforma of Sales Day book is followed^. Under this method all 
goods Sent on Sales or Return basis are entered in the Day book 
and therefrom postings are made to the debit of the Customer’s 
temporary accounts with the respective amounts. The monthly 
total of the entries in the Day book is posted in the Goods Sent 
on Sale or Return Account. On receipt of Customer’s approval 
entries are made in the first part of the Sale or Return Journal 
wherefrom postings are made to the debit of the Customer’s. 
Account in the General Ledger and to the credit of the 
Customer’s temporary account opened for the purpose Goods 
sent on Sale or Return Account will be debited and Sale 
Account in the General Ledger will be credited with the 
monthly total of the amount column in the Sale or Return 
Journal (as illustrated) Reverse will be the entries in the Sale or 
Beturn* Ledger Accounts for return of goods by the customers. 
Postings in the General Ledger accounts are made only when 
the Customer’s Confirmation as to the purchase of the goods vk 
received. 
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"Q* 2. The firm, P. & Co., with its Head OflSce in Calcutta, 
has a Branch in London. 

At the end of each year (December 31), a Trial Balance 
«ent by the Branch in sterling currency is converted into rupee 
•currency at the Head Office. 

The following Trial Balance for the year has been compiled 
at the Branch as on December 3l, 1952 : — 



£ 

s. 

d. 

< 

8. d. 

Bills*Receivable 

1,953 

1 

8 



Sundry Debtors 

3,890 

16 

8 



:Sun^ry Creditors 




977 

10 0 

Purchases 

11,000 

0 

0 



Sales 




18,833 

6 8 

Furniture and Fittings 






(Jany. 1) ... 

1,000 

0 

0 



Furniture and Fitting 






(Purchased on May 10) 

175 

0 

0 



Stock (Jany. 1) 

1,837 

10 

0 



Establishment charges 

3,208 

6 

8 



Rent Rates and Taxes 

366 

13 

4 



Sundry Office Expenses 

1,376 

0 

0 



Depreciation on Furniture and 





Fittings 

128 

6 

8 



Riemittances to Head Office 

1,468 

10 

6 



Head Office Account 




7,859 

2 2 

<}ash in hand and at Bank 

766 

13 

4 



• 

27,169 

18 

10 

27,169 

— ~:t" 

18 10 


- 






The Stock in hand on December 31, 1952, was £2,108 6s. 8d. 

The rates of exchange were : — 

From December 31, 1951 to June 30, 1952 — Is. lid. to the 
rupee. 

From July 1, 1952 to December 31, 1952 — Is. lid. to the 
rupee. 

In the Calcutta books, the balance of the London Branch 
Account and of the Remittances from London Branch Account 
appear as Rs. 84, 148 and Rs, 15,009 respectively. 

The original Furniture and Fittings were bought when the 
4rip^te of exchange was Is. 8d. to the rupee. ^ 

Convert the above Trial palance into rupee currency. 
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Ans. London Branch Trial Balance (as converted) 
aa on 31. 12. 52. 


Particulars Rate of exchange 

1 Amount 

Amount 



1 Rs. 

Ra. 

Bills Receivable 

Is-lld 

' 20380 


Sundry Debtors 

it 

40600 


Sundry Creditors 

9f 


9000 

Purchases 

Is-lOd 

1,20,000 

2,00,000 

Sales 


Furniture & Fittings 

lfr9d 

11428 


Furniture Purchased 

Is 9(1 

2000 


Stock 1. 1. 52. 

ls9d 

21000 


Establishment Charges 

le-lOd 

35000 


Rents, Rates & Taxes 

Is-lOd 

4000 


Sundry Office Expenses 

Is-lOd 

15000 


Depreciation on 

Is-lOd 

1400 


Furniture & Fittings 
Remittance to H. 0 

Head Office Account balance 


15009 

84148 

Cash in hand and at Bank 
Difference in exchange 

Is-lld 

8000 

'669 






2,93,817 

2,93,817 


Re. 22C00 ( @ Mid \ 

The Principles on which the different rates of exchange have 
been applied are as follows : — 

(i) Floating Assets and Liabilities are converted at the rate 
ruling on 3l. 12. 52 {. e. at the date of closing. 

(ii) Nominal Accounts are applied with the average of the 
^'different rates ruling throughout the year. 

(iii) Fixed assets are coverted at the rate actually in force 
on the date of acquisition of the same. 

Q. 3. A and B enter into a Joint Venture for guaranteeing 
the subscription at per of 1,00,000 share of Rs. 10 each of a joint 
stock company. They agree to share profits and losses in the 
ratio of 2 : 3. The terms with the company are : 4^°/^ compai- 
ssion in cash and 6,000 shares of the company as fully paid up. 

The public take up 88,000 of the shares and the balance 
shares of the guaranteed issue are taken up by A and B who 
provide cash equally. The commission in cash is taken by the 
partners in the ratio of 4 : 5. 

The entire share-holding of the joint venture is then sold 
through brokers : 257o at a pric© of Ra 9 ; 50o/“ at a price of 
Bfl. 8-l2 ; 15 % at a price of Ra, 8-8 and the remaining 10% 
are taken over by A and B equally at Rs. 8 per share, Tne sale 
jjroceeds of the shares are taken the partners equally. 



ge c. n. questions with oomtiete answers on [usr 


Prepare a Joint Venture Account and the separate accoontB> 
of A and B in the books of B and A respectively showing the 
^ustment of the final balance between A and B. Ignore 
interest and income tax. 

Ans. Dr. Joint Venture A/c Cr. 

Bs. 


To Joint A/c A 60,000 

u Joint A/c B 60f000 

(Ceuth Contribution 
towards cost of 
1200i} unsold shares) 

Joint A/c A 32640 

(|th Shares of Profit) 

, Joint A/c B 
(l^th Share of profit) 48960 


Es. 2,01,600 


By Jt. Account A 
(Amount of Commission) 

20,000 

„ Jt. Account B 
(Amount of 

Commission) 26,000‘ 

„ Joint A/c A 
Sale products of : 

2250 @ Bs 9 20250 

4500 («; Es. 8/l2 39375 
1350 @ Rs. 8/8 11475 

71,100' 

n Joint A/c B 
Sale proceeds of : 

2250 & Es. 9 20250 

4500 (Ci Es. 8/12 39375 
1350 @B8. 8/8 11475 

71,100- 

„ Joint A/c A 

(Share taken up 7,20O 

900 @ Es 8) 

„ Joint A/c B 

(Share taken up 7,200- '' 

900 @ Es. 8) 

Rs. 2,01,600 


I)r. In the books of A— Joint Account B Cr. 


Bs. Es. 

To Jt. Venture A/c Cash 60,000 By Cash (Share of 

(Purchase of shares) Commission) 20,000 

„ Jt. Venture A/c „ Cash (Sale proceeds 

(Share of profit) 32640 of Shares) 71,100' 

n Balance receivable 5660 „ Shares in the 

Company 7e200' 

Bs. 9830(| Bs. 98300 
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Dr. In the books of 6 — Joint Account A 

Cr. 

Be. 


Rs. 

To Joint Venture A/c 

By Cash (Share of 


Cash 60,000 

1 , Commission) 

25,000 

(Purchase of Shares) 

„ Cash (Sale proceeds 

Joint Venture A/c 48,960 

of Shares) 

71,100 

(Share of Profit) 

„ Shares in the 



Company 

7,200 


„ Balance payable 

5,660 

Rs. 1,08.960 

Rs. 

1,08,960 


Note The amount of Rs. 6660 will be paid by B to A 
and thereby the accounts in both the partner’s books will be 
closed. 


Q. 4. A company has an authorised and subscribed share 
capital of 50*000 Ordinary Shares of Rs. 100 each and a General 
Reserve of Rs. 40,00,000. The Board decides to increase the 
authorised share capital to 10,00,000 Ordinary Shares of Rs. 10 
each and to distribute 75®/o of the General Reserve as bonus to 
the present shareholders in the shape of fully paid new shares of 
the company at par. The rest of the increased share capital was 
issued to the public on the following terms Rs. 3 on application 
together with a premium of Rs. 5 per share payable with the 
application! Rs. 3 on allotment, Rs. 2 on the first call and Rs. 2 
on the second call. The public issue was 60% over* subscribed 
and so allotments were made pro rata. One applicant for 800 
shares failed to pay the second call money. 

Indicate the legal procedure to be complied with for giving 
effect to the above decision of the Qoard, also give the necessary 
Journal entries ( including Cash transactions ) for recording the 
above transactions. 

Ans. Raising of the limit of authorised Capital is subject 
to approval by the Registrar of Joint Stock Companies and to 
move the Registrar a special resolution to this effect will have 
to be passed in a General Meeting of the Shareholders. The 
Memorandum will have to be supplimented to this effect and 
the additional stamp duty will have to be paid. After 
complying with these formalities the company can raise the 
limit of Authorised Capital and can issue shares to that extent. 
The entries to give effect to the scheme, as accepted, will be 
as follows : — 

*{1) * Reserve fund Dr. Rs. 30,00,000. 

To ^nns to Shareholders A/c» Rs. 30,00,000 

( Being the declaration of 76% of accumulated reserve as 
'^Bonus’ as per resolution 
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(2) Bonos to Share holders A/o Dr. Bs. 30,00,000. 

To ordinary Share Capital A|c Bs. 30,00,000- 

( Being the issue of 30,00,000 Ord, Shares of Bs. 10 each to- 
tiie existing shareholders in satisfaction of the bonus due 
to them ). 

(3) Bank A/c Dr. Bs. 26,60,000 

To Ord. Share Application A/o Bs. 25,60,000. 

( Application money of Bs. 3 along with Premium of 
Bs. 5 per Share being received in respect of 3,20,000 Shares of 
Bs. 10 each ). 

(4) Share Application A/c Dr. Bs. 16,00,000. 

To Share Capital 6,00,000' 

„ Premium on Issue of Shares . 10,00,000^ 

(Application money and premium received along with in 
respect of 2,00,000 SWes being transferred to ord. share 
Capital and Ternium A/cs respectively ). 

(6) Share Allotment A/c Dr. Bs. 6,00,000 

To Ord. Share Capital A/c Bs. 6,00,C00- 
( Allotment money @ Bs. 3 per share being due on 2,00,000' 
Shares of Bs. 10 each ). 

(6) Share application A/o Dr. Bs. 8,40,000 ' 

To Calls-in-advance A/o Es. 8,40,000. 

( Money received in respect of 1,20,000, shares representing 
60”/, over subscribed shares being transferred to call- in-advance 
account ). 

(7) Share application A/o Dr. Bs. 1,20,000 

To Bank A/c Es. 1,20,000. 

( Amount being returned to the applicants at the rate of. 
Be. 1 per Share on 1,20, 000‘ Shares ). 

(8) Bank A/c Dr. Bs. 2,40,000 

Calls-in-advance A/c Dr. Bs. 3,60,000 

To Share Bs. 6,00,000. 

(Allotment money being received in cash Bs. 240,000 and 
Bs. 3,60,000 being adjusted from calls-in-advance Account ). 

(9) Ord. Share 1st Call A/o Dr. Bs. 4,00,000 

To Ord. Share Capital Bs. 4,00,000. 

( let Call money being due Bs. 2 per Share on 2,00,000 )■ 

(10) Bank A/c Dr. Bs. 1,60,000 

Calls-in-advance A/c Dr. Bs. 2,40,000 

To Share 1st Call A/c Bs. 4,00,000. 

( 1st. (Dali money being accounted f or ). 

(11) Ord. Share 2nd Call A/c Di. Bs. 4.00,000 

To Otd. Share (Capital A/c Bs. 4,00.000. 

( Second Call money @ Bs^ per Shase being ^ ). 
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( 12 ) Bank A/c Dr. Rs. 1,60,000 

Call-in-advance A/c Dr. Ba. 2,40,000. k 

To Share 2nd. Call A/c Ba. 4,00,000 
* ( Second Call money being accounted for ). 

N. B. The Company’s old Shares will have to be converted 
to 5;00,000 shares of 10 each. 

K Q. 5. On January 1 , 1952, a trader had a stock of packages 
valued at cost at Bs. 15,000 ; out of this, packages costing 
Bs. 3,000 were in the hands of customers. When packages are 
sent out to customers they are charged at 33^ 7 o &^ve the cost 
price. When packages are returned credit for full charged value 
ia given. During 1952, packages costing Bs. 60,000 have been 
despatched to customers and they have been given credit^lOT 
Rs. 78,000 on account of returns. Packages costing Bs. 1,^0 
have been retained by the customers. At the end of the yea^ 
the stock of packages in the hands of the trader, besides those in 
the hands of the customers, are valued at B^. 13,500. 

Write up the necessary Ledger Accounts in the trader’s books. 


Ans. Dr. 

Package Consignment A/c 

Cr. 

• 

To Balance b/f 
„ Sundries 

Ks. 

4000 

80000 

By Sundries 
„ Debtor’s A/c 

(Packages retained) 

Rs. 

78000 

1600 



By Balance c/d 

4400 

• 

Rs. 84,000 


84000 


Dr. Package Consignment Suspense A/c Or. 


To Packages A/c 
„ Debtor’s A/c 
„ Balance c/d 

Rs. 

19,500 
(Profit) 400 
1,100 

By Balance b/f 
,, Packages A/c 

Rs. 

1000 

20,000 


21,000 


2l,oOO 

Dr. 

Debtors A/c 

Cr. 

Rs. 

ToiFackage Consignment 
(Sale) A/ 0 I 6 OO 

By Bank A/c 

Re. 

1600 


1600 


1600 
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Packages with customers will appear in the closing Balance 
Sheet as follows. 

Asset Side- 

Packages on Consignment 4400 

Z>«S8 : Package Suspense A/c 1100 

Ba. 3300 

Stock of Package with the trader will appear at cost at the 
'figure ascertained as Ba- 13500. 

N. B- The Principles followe 1 here are akin to the system 
of chafing goods on consignment on the basis of proforma 
invoice made out after loading a percentage on cost. 

\ ^ mine is ttdsen on lease at a minimum rent of 

Bs^iOOOO, per annum merging into a royalty of Be- 1 per ton of 
the ore raised ; with a right to recoup short working during the 
first three years of the lease. 

The raisings for the first five years were : First year, 2,000 
tone ; Second year, 5,000 tone ; Third year, 15,000 tons ; Fourth 
year, 18,000 tons ; and Fifth year, 20,000 tons. 

Write up the Ledger Accounts for Boyalty, Bedeemable 
Dead Bent and the Landlord (showing the annual payments), 
based on the above information. 


Ans- Dr. Royalty A/c 


Cr. 



Bs. 

1st year 

To Landlord’s A/c 

*2,000 

2nd year 

To Landlord’s A/c 

5,000 

3rd year 

To Landlord’s A/o 
„ Bedeemable Dead 
Bent A/c 

10,000 

5,000 

4th year 

To Landlord’s A/c 

18,000 

5th year 

'To Landlord’s A/c 

20,000 


let year 

By Trading A/c 
(transferred) 

2nd year 

By Trading A/c 
(transferred) 

3rd year 

By Trading A/c 
(transferred) 

4th year 

By I'rading A/c 
(transferred) 

5tfa year 

By Trading A/c 
(transferred) 


Bs- 

2,000 

5,000 

15.000 

18.000 

20,000 
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Dr. Redeemable 

. Be. 

Ist year 

To Landlord’s A/c 8000 

2nd year 

To Balance b/f 8000 

„ Landlord’s A/c 5000 

13,000 

3rd year 

To Balance b/f 13C00 

13.000 

* This item will appear in the Balance Sheet as Expenses 
Capitalised and will be written down in future. 


Dr. Landlord’s A/c Cr. 


• 

Ist year 

To Bank A /c 

Rs. 1 

10,000 j 

Ist year 

By Royalty A/c 
„ Redeemable Dead 
Rent A/c 

Rs. 

2000 

8000 


10,000 


10,000 

^nd year 

To Bank A/c 

10,000 

2ncl year 

By Royalty A/c 
„ Redeemable 

Dead Rent A/c 

5000 

5000 


lO.OCO 


10,000 

3rd year 

To Redeemable Dead 
Rent A/c 

„ Bank A/c 

5000 

10,000 

3rd year 

By ^yalty A/c 

15000 


15,000 

15,000 

• 

4tli vear 

To Bank A/c 

18,000 

4tb year 

B^ Royalty A/o 

18,000 


Dead Rent A/c 

Cr. 

By Balance c/d 

Rs. 

8000 

By Balance c/d 

13000 


13000 

By Royalty A/c 
„ Balance * 
(irredeemable) 

5(00 

8000 


13,000 


Adv. A/o ->7 
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Dr. 

Landlord's A/c (continued) 

Or. 

5th year 

I'o Bank A/c 

5tb year 

20,000 By Royalty A/c 

20,000 


20,000 

20,000 

Q. 7. From the following particulars for 

the year ended 


Decemter 31, 1952 prepare, under the Double Account system, 
the (i) Receipts and Expenditure on Capital Account and 
(ii) General Balance Sheet of an Electric Supply Company : — 

Capital R®- 

'/jJLutborised ; lO.OOO Ordinary Shares 
, of Rs. 1,000 each Rs, 1,00,00,000 
4BSued. Subscribed and Paid up : 

6,000 Ordinary Shares of Ite. 1,000 

each, Rs. 800 per share paid up 48,00,000 

y6% Debentures ... ... 14,00,000 

Depreciation Fund ... ... 5,00,000 


yBuilding 

12,00,000 

^/Freehold Lands 

9,f 0,000 

't^lant and Machinery 

23,35,000 

'/Mains 

4,60,000 

JSundry Machine Farts 

50,000 

^>Meters 

40,000 

^/Instrulnent8 and Appliances 

64,000 

Stock and General Stores 

3,76,000 

Office Furniture 

80,000 

Fuel 

45,000 

Sundry Machine Boom Materials 



( Lubricants, Jute-waste, etc. ) 10,000 
Sundry Creditors ... ... 1,70X)00 

Sundry Debtors ... 3,60,000 

Investments ... 9,00,000 

Cash in hand and at Bank 7,90,000 

Balance transferred from Net 

Revenue Account ... ... 6,80,000 

76,50,000 


76,80,000 



Form III—FreBcribed under the Indian Electricity Act. 

CAPITAL ACCOUNT 

year ended 3lst. December, 1952. 





100 a V. QUESTIONS WITH COMPLETE ANSWERS ON [1953 
General Balance Sheet'-^Schedule VIII 


Liabilities Bs* 


Assets 


Bs» 


To Capital Account : 

Amount of total receipt 
as per schedule III 62,00,000 

To Sundry creditors 
due to constructional 
expenses 

To Sundry creditors 

on open Accounts 

1,70.000 

To Net Revenue Account 
(Schedule V) 

Balance at credit 

thereof 6,80,000 

To Depreciation Fund 

(Schedule VII) 5,00,000 


Total Es. 75,50,000 


By Capital Account : 

Amount of total expenses 
as per schedule III 54,55,000 
By Stores in hand : 

Fuel 45,000 

Sundry Mach, 
room materials 10,000 

55,000 

By Sundry Debtors 3,50,000 
„ Investment (at cost) 9,00,000 
Cash at Banks ) 

„ Cash in hand J 


Total Rs. 76,50,000 


Q. 8. On a certain work order a factory has spent 
Rs, 86,000 on materials ; Rs. 30,000 on wages ; Rs. 20,000 on 
factory overhead and Rs. 17,000 on office overhead. 

On a similar work order subsequently taken up for execution, 
the expenditure on materials has been Rs. 60,000 and that on 
wages 60,000. The work order was partly executed at the date 
of annual closing of accounts ( December 31, 1952 ) and works- 
in-progress consisted of materils Rs. 10,000 and wages Rs. 8,00Q. 
Assuming the incidence oF factory overhead and ofiice over- 
head to be at the same rates as before, draw up the necessary 
Cost Ledger Accounts for the second work order as at the date 
of the annual closing. 

Ans. Analysis of Cost 


Materials Consumed Rs. 35000 

Direct Wages ............ Rs. 30000 

Chargeable Expenses Rs. ...... 

Prime Cost Rs. 65000 
Factory overhead Rs. 20,000 

(66| % of wages) — 

Works Cost Rs. 85000 
Office overhead Rs. l7000 . 

(20% of Works Cost) 


Total Cost Rs. 1,02,000 
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The entries for the second work order (incomplete) are 
furnished below : — 

(1) Work-in-progress A/c Dr. Rs, 10,000 

To Direct Materials A/c Rs. l0,000. 

( Being the amount of direct materials for incomplete work 
order charged to work in progress account ). 

(2) Work-in-progress A/c Dr. Rs. 8000 

To Productive Wages A/c Rs. 8000. 

( Being the account of productive wages inrespect of 
incomplete work order transferred to work- in- progress account ). 

(3) Factory overhead on work in progress A/c Dr. Rs. 6333 

To Factory overhead A/c Rs. 5333. 

( Being the proportionate overhead expenses on incomplete 
work order taken into account ). 

(4) OflBce overhead on Work in- progress A/c Dr. Rs. 4667 

To Office overhead A/c Rs. 4667. 

( Being the proportionate office overhead charges on 
incomplete work order taken into account ). 

(5) Direct Materials A/c Dr. Rs. 10,000 

^Productive Wages A/c Dr. 8000 

Factory overhead A/c Dr. 6333 

Office overhead A/c Dr. 4667 

To Manufacturing A/c Rs. 28,000. 

( Being the transfer of credit balances in Nominal Accounts 
to Manufacturing Account ). 

Dr. Direct Materials A/c Or. 


Tx> Manufacturing Account 
(transferred) 10,000 


By work-in- progress 


A/c 10,000 


Productive Wages A/c 


Rs. Rs, 

To Manufacturing Account By Work-in- progress 

(transferred) 8000 A/c 8000 


Dr. Factory overhead A/c Or. 


Rs. Bs. 

To Manufacturing A/c By Factory overhead on 

(transferred) 5333 „ Work-in progress A/c 6333 


Dr. . Office overhead A/c Cr. 


Rs. Bs. 

To Manufacturing A/c By office overhead on 

(transferred) 4667 ^ark-in-progress 


Ejia 
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Dr. Factory Overhead on Work-in-progress A/c Or. 


K6. 

Rs. 

To Factory overhead 

By balance c/d 5333 

A/c 5333 


Dr. Office overhead on Work-in-progress A/c Cr. 

Rs. 

Rs. 

To office overhead A/o 4667 

By Balance cjd 4667 


1954 


Q. 1. Head office invoiced to their Northern Branch during 
the year goods at Selling Price (being 33-^% added to cost; 
amounting to Rs. 74, ( 00. The Credit Sales of the branch 
were Rs. 31,000 and Cash Sales, Rs. l7,000. The branch 
‘ returns Rs, 2000, stock at selling price and had returns from 
-customers, Rs. 1,000. The discounts allowed to custo'Tf'era by the 
branch amounted to Rs. 1,200. The branch remitted to Head 
Office Rs. 38,600, being the amount of cash sales and receipts 
from customers. The opening and closing stocks of the branch 
were, Rs. 16,000 (cost Rs. n,250)and R*^. 39,000 (cost Rs. 29,250). 
The branch had debtors of Rs. 12,OoO at the beginning gmd 
Rs. 19,200 at the end. Loss through pilferage as ascertained to 
be Rs 1,000, (cost Rs, 750). 

Write up the necessary accounts to record the above in the 
Head office books. 

Ans. From the nature of the transactions recorded in the 
sum it appears that the Branch is of the type where the goods 
supplied by the Head office are sold for Cash as well as on 
credit. To incorporate the transactions relating to the Branch 
in H 0. books the following entries need be passed in ihc H. 0. 
Books. 

(1; Branch A/c Dr. Rs. 27000. 

To Branch Stock A/c Rs. 15000 
„ Branch Debtors A/c Rs. 120oO. 

( Being the traansfer of opening Stock, opening Debtors etc. 
to the Branch Account ). 

(2) Difference in value of Branch Stock A/c Dr. Rs. 3760. 

To Branch A/c Rs. 3750. 

( Being the transfer of difference in value of Stock (op) to 
Branch Account). 

(3) Branch Account Dr Rs. 74000 

To Goods sent to Branch A/c Rs. 74000. 

( Being the goods sent to Branch at a proforma invoice 
^^ing 33J% to cost ). 

Goods sent to Branch A/c Dr, Rs. 2000 
^ ' To Branq.! A/c Rs. 2000. 

/ iKa rAfiirn nf (Tonds from Branch ) 
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(5) Bemmittance from Branch A/c Dr. Bs. 38600 

To Branch A/c Bs. 38600. 

( Bemittances from Branch l^ing taken into account )« 

On the date of closing : — 

(6) Branch Stock A/c Dr. Es. 39000 
Branch Debtors A/c Dr. Rs. 19200 

To Branch A/c Re. 68,200. 

( Branch stock and Debtors at close being taken into 
account ). 

(7) Goods sent to Branch A/e Dr. Re. 18000. 

To Branch A/c Rs. 18000, 

( Being the difference in cost and invoice price of the goods 
(nett) supplied to Branch originally debited to Branch Account 
-at the invoice value now adjusted ). 

(8) Branch A/c Dr. Rs. 9760. 

To difference in value of Branch Stock A/c Rs. 9760. 
(Being the adjustment of the difference in cost and invoice 
price of the closing stock at Branch ). 

[ Since the branch is not of an independent type, no 
cognizance need be taken of items like Discount allowed by the 
Bsanch to its customers, Returns received by the Branch from 
the customers etc. Similarly since the Branch Account is to 
indicate the profit made by the Branch the loss due to pilferage 
need not be brought in the Branch Account. This item may 
constitute a separate item of loss in the H. O. Trading, Profit 
& Loss Account and thereby the ‘Branch’ Stock Account at 
close can be reduced to that effect ]. 

The entries when recorded in the respective accounts will 
j appear as follow : — 


Dr. Branch Account Cr. 


Rs, 

To Branch Stock A/c 16000 

„ Branch Debtors A/c 120( 0 

,, Goods Sent A/c 74000 

yt Difference in value 

of Stock A/c 9760 

Balance (profit) 
transferred to 

P & L Account 9800 | 

• 

Rs. 

By Difference in value of 
Branch Stock A/c 3760 

u Goods Sent to Branch 
(Return) A/c 2000 

„ Remittances... A/c 38600 
„ Branch Stock 

(closing) 39000 

,1 Branch Debtors 

(closing) 19200 

„ Goods ^nt w/o 180t0 

(Difference in value) 

Ba. 1,20,550 

1 R8. 1,20,550 
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i.S) Capital Reduction A/c Dr. Rs. 95000. 

To Preliminary Expenses A /c Rs. 7252. 

„ Profit & Loss A/c Rs. 11500. 

„ Patents A/c Rs. 76250. 

(Being the utilisation of fund available from reduction of 
Capital and Creditors claims in writing down the value of 
Patents and setting of entirely P & L Account balance, 
Preliminary Expenses ). 

Realisation Account Cr. 


To Sundry Assets A/o. : - 
Patents 43,750 
Plant & Mach. 40i<'00 
Debtors 50,000 
Cash 1,250 

Stock 3o,000 


Rs. 

By’Sundry Creditors A/c 

1,05,000 

„ Ciko (1951) Ltd. 

A/c 61750 

(Purchase Consideration) 


1,65,000 

Cash 1,750 

(Liquidation Expenses) 

Ra. 1,66,750 1,66,750 


IN THE BOOKS OF CIKO (1951) LTD. 

Journal Entries 

(1) Patents A/c Dr. Rs. 43,750 

Plant & Mach, A/c Dr. „ 40 000 

Debtors A/e Dr. „ 50,000 

Stock A/c Dr. „ 30,000 

Cash Dr. „ 1250 

Goodwill A/c Dr, „ 1750 

To Sundry Creditors A/c Rs. 1,05,000 

, Ciko Ltd. A/c Rs. 61,750 

( Being the assets & liabilities of Ciko Ltd. taken over 
incorporated in accounts ). 

<2) Ciko Ltd. A/c Dr. Rs. 60,000 

To Share Capital A/c Rs. 60,000 

(Being the issue of 12000 Shares of Rs. 10 each as Rs. 5 per 
Share paid up to M/s Ciko Ltd. Vendors in satisfaction of 
Consideration for purchase of their affairs vide Boards 

resolution ). 

{3) Sundry Creditors A/c Dr. Rs. 70,000 

To 6% Debenture A/c Rs. 70,000. 

( Being the issue of 6% Debenture to the Creditors in 
iiquida;tieD of their claim to the extent of two two-third of the 
total claim)/ ^ 
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‘(4) Share call A/c Dr. Rs. 60»000 

To Share Capital 

( Being the money called Rs. 5 per 
of Rs. 10 each issued to the vendors ). 


Rs. 60,000. 

Share on 12000 Shares 


Dr. 


Cash Book 


Or. 


Rs. 

To Balance taken over 1,250 
I, Share Gall A/c 60,000 


B3* 

By Ciko Ltd. A jo 
(Payment towards 
liquidation expenses) 1,750 
„ Sundry creditors A/c 
(Payment of one-third of 
their claims) 35,000 

Balance c/d 24,500 


61,250 


61,250 


Balance Sheet (opening) 


Liahiliiies 

Amount 

1 Assets 

Amount 


Rs. 


Rs. 

Authorised Capital 


Patents 

43,760 

2;),00 ) Shares of 

2,00.000 

Plant & Machinery 40,0t0 

Rs. 10 each. 

Issued & Subscribed 

Stock 

30,000 


Capital 

12000 Shares of Rs. 10 


Debtors 

50,000 

each issued to the Vendors 
as Rs. 5 per Share paid- 

1,20,000 

Cash 

24 500 

up and subsequently fully 
Called up. 


Goodwill 

1.760 

6% Debentures. 

70,000 



Total Rs. 

1,90,000 

Total Rs. 

1,90,000 


Q. 3. A, B & C are partners in X & Co. The firm controls 
three shops and each partner undertakes the management of one 
of these. C, in addition, manages a Repair Department, occupied 
entirely with work for the retail branches of the buainess. 

The Profits of each shop are separately ascertainable and are 
subject to the charge for interest at 7^% p.a. on loan and Part- 
ners capital employed. The Profits ot the Repair Department 
are in addition chargeable witk) a salary of Rs. 4,000 per annum 
in favour of C. 
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The profits, subject to interest and salary as stated, are* 
apportionable thus : — 

Repair Dept } Allocable to shops in proportion of their 
respective shares in turnover of this Department. 

•Shops : Including transfer from Bepair Department, 90 % 
to individual Partner having control of each respectively, 10 
to a General Pool. 

General Pool : A one half, B one-third, 0 one-sixth. For 
the year 1950, Repair Department shows profit, prior to charge 
interest aftd salary, of Rs. 8260. Turnover with shops has been 

A, Rs. 56,000 ; B. Rs. 30,000 ; C, Rs. 16,000. For the same 
period, profits of shops, prior to charge for interest are A^ 
Rs. 64, 0^ 0 ; B, Rs. 56,050 ; C, Rs. 42,000. 

Interest has been paid on loans of Rs. 1,00,000 and the 
Partners are entitled to interest on their Capital A, Rs. 1,00,000» 

B, Rs. 70,000 ; C, Rs. 50,000. Loan and Partner’s capital are 
employed by A, Rs. 1,40,000 : B, Rs. 90,000 ; C, Rs. 60,000 
Repair Department, Rs. 30,000. 

Prepare for the year l950, accounts showing collection 
interest and appointment of profits. 


Ans. Dr. A*s Shop A/c Or. 


Rs. 

R<». 

To Interest on Loan 3000 

By Profit 64000 

(7^% on 40.000) 

}i Repair Department 

,1 Current A/c A 

(Eleven-twenty Shares) 

(Interest on Capital) 7500 

iioa 

„ General Pool 5460 

(10% transfer) 

„ Balance 90% profit 
transferred to Current 

A/c ‘A’ 49140 


Rs. 65,100 

Rs. 65,ioa 


Dr. B’s Shop A/c Cr. 


Rs. R*^- 

To Interest on Loan 1500 By Profit 66050 

(7% on 20,000) ,> Repair Department 

„ Current A/c B 5250 Share) 600^ 


(Interest on Capital) 

General Pools 4990 

(l0% transfer) 

Balance 90% Profit 
transferred to Current 

A/o*B’ 49910 

’ 66,650 ^ Es. 66.66a* 
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Dr* C's Shop A/c Cr. 

Es. Bs. 

To Interest on Loan 750 By Profit 42000 

(7-J% on lOoOO) „ Bepaii Department 

„ Current A/c “C” 3750 (g^th. Shares) 3000 


(Interest on Capital) 

„ General Pool 3780 

(10% transfer) 

„ Balance 90% Profit 
transferred to Current 

• A/c “C” 34020 

Bs. 42,300 Bs. 42,300 

Dr. Repair Department A/c Cr. 

( Under Charge of A ) 

Bs. Rs. 

To Current A/c ‘C By Profit 8250 

(Salary) 4000 

„ Interest on Loan 

(7J% on 30,000) 2250 

„ Balance allotted to : — 

• A’s Shop A/c 11 OO 

(44th. share) 

B’s Shop A/c (6/20th. 
share) 609 

C’s Shop A/c (3/20th. 
share) 300 


Rs. 8,250 Rs. 8,250 


Dr. 

Current A/c — A 

Cr. 

To Balance c/d 

Bs. 

63755 

By Interest on Capital 
„ Shop Profit 
,, General Profit 

Bs. 

7,500 

49,140 

7,115 

- 

Rs. 63,755 

Bs. 

63,755 

Dr. 

Current A/c — B 

Cr. 

To Balance c/d 

• 

Bs. 

54903 

By Interest on Capital 
» Shop Profit 
,, General Profit 

Bs. 

6,250 

44,910 

4,743 


Bs. 54,903 

Bs. 

54,908 
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Dr. Current A/c— C Or. 

Rs. 

To Balance c/d 44,142 

B3. 

By Interest on Capital 8 750 
„ Shop Profit 34,020 

„ General Profit 2,872 

„ Salary (chargable 

to Repair Dept) 4,000 

Rs. 44,142 

Rs. 44,142 

Dr. General Pool Cr. 

Bs. 

To Net Pro6t transferred to : — 
Current A/c A 7115 

(4 ghare) 

Current A/e B 4743 

(•^ Share) 

Current A/c C 2372 

Share) 

1 Rs. 

Bj A’s Shop A/c 5460 

1 „ B’s Shop A/c 4990 

„ C’s Shop A/c 3780 

Rs. 14230 

Rs. 14230 


N. B. In Calculating the partner’s Shore of Profit out of 
General Pool Fraction of a rupee has been avoided. 

yQ. 4. (a) What items are always understood as being 
included in the following (i) Prime Cost, (ii) Total Cost of 
Production, (iii) Selling Price ? 

(b) What do you understand by the term “Cost of Unit 
Production ?” Give examples, 

Ans. (a) Prime Cost refers to the basic cost of three 
factors rz'r. Materials, Productive labour and chargeable expense^, 
comprising the article produced. It is prime cost since an 
article produced is primarily composed of these three factors. 
Materials comprising the Prime Cost are those materials ^yhich 
are directly consumed in the process of manufacture and of 
which the article produced is composed of. Productive labour 
relates to wage charges for the workmen directly employed in 
carrying the process of manufacture. Expenses which can be 
allocated directly to the manufacture of certain specific articles 
or carrying out specific jobs are termed as Chargeable Expenses. 
Cost of materials consumed, wages of labour directly involved 
in the manufacture and other expenses directly allocated go to 
make up the prime cost of any article produced. 

Total Cast includes cost of all the elements comprising the 
article produced plus the propor^onate amount of administratively 
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expenses appropriately chargeable to the Cost of production. 
the costing system this proportional allocation of administrative 
or office expenses is known as office on cost or Office overhead. 
The principle behind charging a portion of office expenses to 
the cost is that the expenses incurred in running the office haS' 
its bearing on running the works too. The activity of the office 
is not limited only to look alter the affairs of Sale but to 
purchasing as well. Hence a portion of the total expenses of 
the office should come under cost of production. Total cost 
represents that cost of an article by selling at which neither 
any profit can be earned nor any loss is incurred since it includes 
the works cost plus a proportionate allocation of office expenses 
properly chargeable to the manufacture of that product: It is 
also known as Selling Cost or Cost of Sales. 

Selling Price represents both Total Cost and Profit due to be 
earned by selling the article Although normally selling 
price is that price at which an article is actually sold but in 
practice the Selling price is determined by loading an estimated 
percentage of profit on the total cost. 

(b) The term ‘Unit* in Cost refers to the smallest 
convenient number of an articles in term of which cost is to be 
ascertained. Utmost prudence is required in fixing up this 
urjt of production. The unit will vary according to the nature 
of different classes of articles and commodities. To a 
manufacturer of pins a gross of pins will form a unit whereas 
in the case of a manufacturer of yarn the unit of production 
can very well be fixed as a pound of yarn. To a manufacturer 
of steel a ton will constitute the unit of production. In fixing 
up the unit of production great care should be taken to safeguard 
the economy in running the costing system. Now the term 
Cost of unit Production will mean cost of production per unit 
and this can be found out by dividing the total cost by total 
units produced. 

Q. 5. The Revenue account of a Life Assurance Co. begins 
with “the opening Life Fund” and closes with a balance which 
is called ‘-Life Fund at the close**. Explain why this is so and 
how profits of Life Assurance Companies are determined. 

Ans. Unlike other insurance business viz> Fire, Marine 
etc. the Bevenue Account of a Life Assurance business does not 
indicate profit since the amount of premiums forming the main 
item of receipt cannot be entirely treated as Revenue receipt. 
A considerable portion of these premiums represents liability 
in respect of the policies already undertaken. Only Bucb> 
portion of premiums which does not represent liability in 
respect of policies undertaken can be regarded as revenue of 
the firm and the balance left thereout after setting ofiT 
expenditure can be treated ip profit. So invariably the 
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luscertaiDment of profit of a Life AssaraiiGe Department is 
dependent on ascertainment of liabilities in respect of polici^ 
in force on a particular date* This valuation of liabilities is 
•done by Actuary after every three or five years. But so long 
this acturial valuation of total liabilities is not done no credit 
*can be taken as profit out of the Bevenue Account and thus the 
Revenue Account for the intervening period of two acturial 
Taluations is to indicate the surplus of premiums over expenses. 
The balance indicated by a Revenue Account of a Life 
Department is called Life Assurance Fund and is carried forward 
to next year’s revenue account. Life Assmance Fund 
representing the balance of Revenue Account of the current 
year will form the opening item for the next year’s Revenue 
Account and in this process a Revenue Account is to start 
with “Opening Life Fund” and to end with ‘Life Fund at 
^ose”. This will repeat from year to year. 

For obvious reason, as explained above, the excess of 
Revenue over expenditure can not be treated as neb surplus 
and no creadit can be taken as profit thereof unless the probab.? 
liabilities in respect of policies current on a particular date 
ascertained. To ascertain the profit of a Life business we a^e 
to ascertain first the net liability of the Company under the 
various policies, as at the date of valuation. Now by comparing 
this ascertained amount of liabilities with the balance in Life 
Fund representing accumulated excess of revenue over 
expenditure the net result of the Life Assurance business for 
-a particular period may be arrived at. Any surplus of Life 
Fund over the ascertained amount of liabilities in respect of 
policies will be termed as ^surplus’ available for distribution as 
profit whereas in the reversed position the difference will 
^represent loss. 

Q. 6. On 1st January, 1953, Garage Ltd. acquired a new 
Petrol Pump on Hire Purchase from Oil Oo. Ltd., which agreed 
to supply the hire purchaser with Petrol at Rs. 2/l2, a gallon, 

4 as of which was the dealer’s commission and was to be 
appropriated towards part payment of the Pump and interest at 

5 per cent per annum on outstanding balances of the Purchase 
Price of the Pump at the end of each quarter. The Cash Price 
•of the Pump was Rs. 1,500. 

Petrol purchased from the Oil Co. Ltd., in the 4 quarters 
•ended 31st December, 1953 was, 2000, 2400, 4000 and 1600 
gallons. 

Depreciation at the rate of 10 per cent per annum is to be 
written off the Pump. 

Show the Ledger accounts for the four quarters ended Slst 
December, 1953 in the books of-^arage Ltd. 
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Ans. Although only the working of Ledger Accounts has 
been required, the journal entries in respect of transactions of 
a particular quarter are given below to indicate the method of 
recording more elaborately. The entries will be as under : — 

(1) Petrol Purchase A/c Dr. Bs. 5500. 

To Oil Co. Ltd. A/c Rs. 6600. 

(Being the purchase price of Petrol supplied at 2/l2/- 
per gallon during the quarter Jan-March). 

(2) Pump A/c Dr. Bs. 481*25 nP. 

Interest A/c Dr, Rs. 18‘75 nP. 

To Petrol Purchase A/c Rs. 500. 

( Being«the portion of purchase price i. 4 as. per gallon on 
2000 gallons representing payment of hire appropriated to 
respective accounts). 

Ledger Accounts for the four quarters are shown below : 


Dr. Petrol Purchase A/c Cr. 


Ks. Rs. 

March, 1953 March. 1953 

To Oil Co. Ltd. A/c 6600 By^Pump A/c 481*25 

(cost of 2000 gallon petrol). „ Interest A/c 18-75 

June June 

To Oil Co. Ltd. A/c 6600 By Pump A/c 687-26 

(cost of 2400 glls. petrol) „ Interest A/c 12*76 

Sept. Sept. 

To Oil Co. Ltd. A/c 10437 By Pump A/c 431-60 

(ocst of 4000 gallons petrol) u Interest A/c 6*60 

Dec. ■■ 

To Oil Co. Ltd. A/c 4000 1637 

3lst. December 
By Trading A/c 26000 

^ (transferred) 

26537 26537 


Dr. 

Oil Co. Ltd. A/c 

Or. 

April. 1 

To Bank A/c 

Ks. 

5600 

March, 31. 

Bs. 

July, 1 

To Bank A/c 


i>y reiroi ruTCnsSB Afo 

5500 

66G0 

June, 30 

By Petrol Fvurchase A/o 


Oct., 1 


6600 

To Bank A/c 

10437 

Sept., 30 


Dec, 31 

To Bank A/c 

4000 

Dy jreiroi Jrurcoase A/c 

Dec., 31 

By Petrol Purchase A/c 

10437 

4000 


Adv. A/c^S 
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Dr, Pamp Account Cr. 


Bs. 

March. 3l 

To Petrol Purchase A/c 481‘26 

Jane, 30 

To Petrol Purchase A/c 587'25 
Sept-, 30 

To Petrol Purchase A/c 431*50 

Ba. 

By P & L A/c 

(Depreciation lOJii 160 
on 1500). 

„ Balance c/d 1850 

Es. 1500*00 

•Bs. 1500-00 

Dr. Interest A/c Or. 

Rs. 

To Petrol Purchase A/c 18*75 
(Qtly interest) 

„ Petrol Purchase A/c 12*75 
(Qtiy interest) 

Petrol Purchase A/c 
(Qtly interest) 5*50 

Bs. 

By P & L A/o 8700 

(transferred) 

Rs. 37*00 

Bs. 3’(;oo 


N. B. The figure for Purchase for the 3rd. quarter has 
been arrived at by applying two different rates viz, Rs. 2/l2/- 
per gallon and Rs. 2'50 per gallon for 1748 gallons and 2252 
gallons respectively. 


Q. 7. The following are balances extracted from 
of a Company as at 3lst December, 1953 : — 


Stock on 1st April, 1952 
Manufactured Goods 
Raw Materials 

Depreciation of Plant & Machinery 
Discount allowed 
Printing & Stationery 
Purchases : — 

Manufactured Goods 
Raw Materials 
Debtors 
Cash at Bank 
Repairs to Machinery 
Office Rent & Rates 
Plant & Machinery 
Coal . 

Oarriage^biward 
Office S^ies 


• ■ ■ 

• • • 


... 


the books 


Bs. 


9.740 
3,000 

13,000 

3.740 
' 930 

12.740 
87,260 

21.740 
1.710 
2,500 

76,210 

6,790 

3,910 

9,400 
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Trading Account 


for the year ended 3lst. March, 1953. 

Particulars Amount 

Particulars Amount 

To Opening Stock — 

Finished goods 9,740 

„ Manufacturing Account : 

Transfer of Trade price 
of articles manufactured 2,71,500 
„ Purchase — 

Finished goods 12,740 

„ Gross Profit being 11*2% 
nearly on Sales trans- 
ferred to P & L A/c 33,380 

By Sales 2,99,420 

„ Stock at 

close : — 

Finished Products 

• 27,940 

Eb. 3.27,360 

Bs. 3,27,360 


Profit and Loss Account for the year ended 


Dr, Cr. 


Particulars Rs* 

1 

Particulars 

To Printing & Stationery 930 
„ Office Salaries 9400 

9 , Office Bents & Bates 6500 
,, Carriage Outwards 2330 
„ Discount allowed 3740 

„ General Expenses 3170 

„ Travelling Expenses 2t90 
„ Balance - Net Profit 
representing nearly 

IG^ on Sales 29560 

By Gross Profit from 

Trading Account 33380 

„ Profit on manufac- 
ture from Mfg. 

Account 25040 

Bs. 58,420 

Bs. 58,420 


N- B. The item 'Carriage Inwards’ has been assumed to 
have entirely been spent on Bawmaterials and the same has 
been charged to Manufacturing Account. 


Q. 8. On January 10, 19409 a Company issued at per 25,000 
6% Bedeemable Preferences Shares of Bs. 10 each, to be 
redeemed at Bs. 12 per share on June 10, 1953. On January 1, 
1942, 1,000 of the Preference Shares had been forfeited for 
non*payment of the last call of B3. 2/8 per share ; 800 of these 
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Dr. Profit and Loss Appropriation A/c Or. 


Bs. 

June 30, ’53 

To Fremiam on Rsdcoaption 
of diares A/c 49,600 

M Capital Bodemption 

Fnnd 94,500 

,, Balance available 

for dividend 65,900 

B8. 

June 30, '53 

By Profit & Loss 

Account balance %00,000 

2,00,000 

2,00,< 00 

Dr. Share Forfeiture A/c Cr. 

Bs. 

June 30, '42 

To Balance c/d 7500 

Jan. 30, ’SO 

u Q/e Bedeemble Pref. 
share capital A/c 
(Be-issue) 4000 

June 30 

„ Balance c/d 3500 

June, 1942 

By 6% Redeemable Pref. 
share capital A/c 7500 

July 1, ’49 

„ Balance b/f 7500 

t 

July 1, '52 

„ B:ilanceb/f 3500 

June 10, ’53 
„ Balance transferred 
to capital Bcdemption 

Fund 3500 

Dr. Pfemium on Redemption of Shares A/c Cr. 

•Rs. 

June 30, '53 

To Sundry Preference 

shareholders’ A/c 49600 

(transferred) 

49600 

Bs. 

June» '53 

By Profit and Loss 

Appropriation A/c 49600 

V 49600 

Dr. Sundry Pref. Shareholders’ A/c Cr. 

Bs. 

June 30, '53 

To Bank A/c 2,97,600 

(Being the amount 
paid on Bedemption) 

Kb. 

Juue 30, ’53 

By 6^ Redeemable 

Preference Share 

Capital A/c 2,48,000 

„ Premium A/c 49,600 
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Dr. 

Ordinary Siare Capital A/c 

Or. 

Jane 30, '53 
To Balance c/d 

Eb. 

1,60,000 

By Ord. Share Appl. A/c i 
„ Ord. Share Allot. „ 

„ Ord. Share CaUa „ << 

Ba. 

. 1,60,000 


1,60,000 


1,50,000 

Dr. 

Capital Redemption Fond 

Or. 


• 

Bs. 



June 30, ’53 


June 30, ’53 


To Balance c/d 

98000 

By P&L 



Appropriation A/c 

94600 



„ Share Foreiture A/c 

3500 


98000 

1 

July 1, ’53 — 

98000 


i 

„ Balance b/f 

98000 


Explanation (i) The amount of appropriation of Profit 
towards Capital Redemption Fund has been arrived at after 
d<»d noting the amount available from new issue of shares aa 
well as from appropriation of capital gain under the head 
^‘Share Forfeiture Account’*. 

(ii) To start with the sum it has been assumed that no 
provision for Premium on redemption had been made at the 
time of issue of the Redeemable Preference Shares. Had this 
provision been made beforehand there would not have any 
occasion to charge the entire amount of Premium to the profit 
of the last year the year 1953 ; because in that case Loss on 
Issue and Redemption of Shares Account would have been 
raised and the same would have been charged proportionately 
to the Profits for the years for which the shares did run. Thus 
the balance available for dividend in the year 1953 would have 
been more by Rs. 49,600* 
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1955 

Q. 1. (a) A trading concern has to deal with a large numbei^ 
of sales transactions annually and difficulties are often encoun- 
tered in agreeing the Trial Balance at the close of the year on 
account of miBpoBtinjra and other errors made in the Debtors, 
Personal Ledgers. Name and describe a method that may be 
adopted for facilitating the agreement of the Trial Balance^ 
Explain if. your device will form a part of the doable entry 
book-keeping. t 

(b) The following information is obtained the books of the 
concern for the month ended March 31, 1955 : — 

(i) Opening Balances at the beginning of the month-- 
A : Rs. 6,000 ; B : Rs. 9,000 ; 0 : Bs. 3,000 ; D : Rs. 6,006 
P : Ks. 18.000 ; Q : Rs. 22.000. 

(ii) Sales to— A : Rs. 30.000 ; B : Rs. 28.000 ; C : Rs. 45,00a 
D : Rs. 37,000. 

(iii) Payments received from — A : Rs. 29,000 ; B : 
Rs. 32,000 ; C : Rs. 40,000 ; D : Ra. 38,000 ; P : Rs. 15,000 ; 
Q: Rs. 18,000. 

(iv) Cheques received from the following parties, included 

in (iii) above, dishonoured C : Rs. 2,000 ; P : Rs. 1,000. * 

(v) The following discounts were allowed— A : Rs. lOO ; 
D : Rs* 200. 

Draw up the General Ledger Adjustment Account as it 
would appear in the Debtor’s L^ger. 

Ans. (a) To facilitate the agreement of trial balance and 
to avoid unnecessary trouble, the introduction of Self Balancing 
system is suggested whereby it will be possible to cast a separate * 
trial balance of Debtors Accounts. 

For details of the scheme please see answer to question 2 (a) 
of 1952, Page 71. 

(b) In the Debtors Ledger. 


Dr. General Ledger Adjustment A/c " Cr» 


Be. , Rs. 

To Debtors’ Ledger Adj. A/c By Balance b/f 63,006 

Cash 1,72,000 ,i Total Debtors A/c 1,40,000 

Discount 300 (sales) 

1,72,300 „ Debtors Ledger 

„ Balance c/d 33,7oO adjustment A/c 3,006 

(cheque dishonoured) , 

2^)6,000 2,06,006 

„ Balance b/f 33,700 
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Dr. Debtor— A A/c Oc 


Kb. 

To Balance Wf 6000 

„ General Ledger 

Adjustment A/e 30,000 

(sales) 

• 

By General Ledger 

Adjustment A/c 29,000 

(cheque received) 

„ General Ledger 

adjustment A/o lOO* 

( discount allowed) 

„ Balance c/d 690(X 

36,000 

„ Balance b/f 6900 

36000 

Dr. Debtor — B A/c Cr. 

Bs. 

To Balance b/f 9000 

„ jGeneral Ledger 

Adjustment A/c 28000 

(sales) 

Bs. 

By General Ledger 

Adjustment A/c 32000 

(cheque received) 

„ General Ledger 

Adjustment A/c Nil 

(discount) 

1 , Balance c/d 5000 

37000 

„ Balance b/f 5000 

37000 


Dr. 

“ Kb. 

To Balance b/f 3000 

„ General Ledger 

Adjustment A/c 45000 

(sales) 

„ General Ledger 

Adjustment A/c 2000 

(dishonoured cheque) 


Bs. 

By General Ledger 

Adjustment A/c 40,000 
(cheque received) 

„ Balance c/d 10,000 


Debtor— C A/c 


„ Balance b/f 


60,000 

10,000 


60,000 
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Dr. Debtor— D A/c C3r* 


E8. 

To Balance b/f 6000 

„ General I^ger 

Adjustment A/c 37000 

Bs. 

By General Ledger 

Adjustment A/c 38000 

(cheque received) 

„ General Ledger 

Adjustment A/c 200 

(Discount allowed) 

„ Balance c/d 3800 

42000 1 

„ Balance b/f 3800 

42000 

Dr. Debtor — A/c Or. 

Rs. 

To Balance b/f 18000 

„ General Ledger 

Adjustment A/c 1000 

(dishonoured cheque) 

Rs. 

By General Ledger 

Adjustment A/c 150(K) 

(cheque received) 

„ Balance c/d 4000 

190UO 

19000 

„ Balance b/f 4000 


Dr. Debtor — Q A/c ‘Or. 



Rs. 


Rs. 

To Balance b/f 

22000 

By General Ledger 



Adjustment A/c 
(cheque received) 

18000 




„ Balance c/d 

4000 


22000 


2200({ 

„ Balance b/f 

4000 




On a trial balance being cast the position will appear as 
under. 

Trial Balance 

Particulars 

Dr. 1 

Amount ' 

■mgni 

Debtor A 

.. B 

.. c 

« I) 

.. P 

*» .Q 

'Denetal Ledger Adjustment A/o 

6900 

6000 

10000 

3800 

4000 

4000 

• 

.33700 

33700 33700 
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2. (a) What is meant by ‘^Goodwill” of a basiness ? 
'W^at are the factors usually taken into consideration in 
'Computing the valuation of Goodwill and what are the usual 
methods of its computation ? 

(b) What book-keeping entries should be made in the treat- 
ment of Goodwill in the following cases : — 

(i) When a partner retires from bu8ines8> there beinng no 
"Goodwill Account existing in the books ; 

(ii) When a limited company takes over a firm at a price 
considerably in excess of the net assets taken over ; 

(iii) When a partnership is dissolved on account of repeated 
trading losses for the last few years and Goodwill stands at a 
considerable figure in the firm's books ? 

Ans. (a) According to Lord Macnaghten “Goodwill is a 
thing very easy to describe, very difficult to define. It is^ the 
benefit of good name, reputation and connection of businee^ 
merging into an attractive force which brings in customers.” 
Precisely enough we may describe goodwill as an intangible 
asset arising out of superprofit earning capacity of a concern. 
The existence of goodwill of a firm distinguishes the same from 
others. If a firm being situated in a comparable advantageous 
position with others and doing the same nature of trade earns 
extra profit then there is some factor favourable in the firm for 
bringing more and more customers to that particular firm^ 
‘This factor / factors creates goodwill. 

Goodwill is composed of a variety of elements. The elements 
may differ from trade to trade. In a particular case Goodwill 
^ is due to situational advantage in other it is due to skill and 
personality of proprietors. Normal ’trend of profit also constitute 
an important factor for goodwill. Of the various factors 
which are counted in computing goodwill the items mentioned 
below are considered worth concentrating upon, (i) Capital 
Emplojed, (ii) Risks involved (iii) skill in management- 

(iv) Location, (v) chances of future competition and (vi) goodwill 
of competitive firms. 

As goodwill arises of Super-profit earning capacity of a 
concern naturally its valuation is to be based on accumulation 
of superprofit, the super profit representing an excess of net 
income over the fair return on Capital outlay. Instead of 
going through such a complex process., Goodwill is generally 
valued as a few years' purchase of the average profit of the 
'firm this average profit being calculated on the basis of profits 
for an agreed number of years proceeding. How many year’# 
purchase of average profit will be the value of goodwill is a 
'matter to be decided by the pai^ties concerned. 
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Whatever may be the method of valuation of goodwill the 
fact is that the commercial value of goodwill is attached to a 
business in continuation. It has no meaning except in 
connection with a going concern. If a firm is disoived the 
goodwill attaching to that withers away and no value con be~ 
attributed to that. Normally the value of goodwill is brought 
into account at the time of sale and purchase of a going 
concern. 

(b') (i) In case the goodwill is intended to be brought in tha 
account at che full value the entry will be : 

Goodwill A/c Dr. 

lb Capital A/cs. 

( Goodwill being raised and and credited to Partners capital 
Accounts in their profit sharing ratio ). 

In case where the goodwill is intended to be brought in the 
account only to the extent payable to the Retiring partner the- 
entry will be : 

Goodwill A/c Dr. 

To Partner (Retiringys Capital A /c. 

( Goodwill payable to the retiring partner being raised arfd 
credited to his account ). 

(ii) Where the purchase consideration is in excess of the 
net value of assets taken over the excess is to be considered as 
payment towards goodwill and will be brought into account by 
a journal entry as indicated below. 

Goodwill A/c Dr. 

To business Purchase A/c. 

(iii) In the case of dissolution of a firm having a standing 
figure of goodwill in the account the goodwill turns to be an 
item of capita] loss and is written down to Partner's Capital 
Accounts the entry will be : 

/ Partner’s Capital A/cs Dr. " 

/ To Goodwill A/c. 

\ 3. On March 1, 1954, an Investor purchases Rs- 50,000 

4^ Debentures (face value Rs. lOO each) @Rs. 102/4, brokerage^ 
and other charges amounting to Rs. 256/4 interest being 
payable on June 1 and December !• On August 1, 1954, he 
purchases further Rs. 60,000 such Debentures ® Rs. 102/2, 
brokerage and other charges amounting to Rs. 813/8/-. 

Draw up tiie Investment AGer>unt for 1954. Ignore Income 
Tax and calculate Interest in months and to the nearest anna.. 



* Investment in 4t% Debenture A/e 

( Interest payable ill June and December ) 



* The rate repreaenta market price ruling on 31-12-54 at which the investments are required to be shown* 
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\ 4. (a) Write a short note on each of the following* 

t^ms : " 

(i) Money at Gall and Short Notice : (ii) Cash Credit ; 
(iii) Banker’s Clearing ; (iv) Bebate on Bills Discounted ; and 
(v) Letter of Credit. 

(b) On which side of the Balance Sheet will the items in 
(i) and (iv) appear and why ? 

Ans. (a) (i Money at Call and short notice— for answer 
please see Q. 1 (a) (i) ot 1958, page 86. 

(ii) Cash credit represents loans, advances overdrafts etc., 
allowed by the banker to its customers. This is distinctly 
separate from Bank’s investments and long term loans. The 
cash credit arises in accounts operated by the customers and it 
is always fluctuating. In short the sum total of debit balances 
in customer’s accounts constitute this item. 

(iii) Banker's clearing is a joint enterprise of all the- 
Scheduled .banks wherein they meet to sit together to set off 
their respective claims against the other. Each bank maintains 
an accounts (current) with the clearing House and any balance 
rayable by one to other is met by cheque drawn on clearing 
House Account. The balance payable is determined by 
cacellation of each other’s indebtedness and this process ^is. 
known as ^'clearing”. 

(iv) Rebate on Bills Discounted — for answer please seo 
Q. 1 (a) (iii) of 1953, page 86. 

(v) Letter of credit is a form of guarantee executed by the 
bank in favour of parties in international trade. A foreign 
exporter may not be agreeable to send goods to an indenting 
firm of a foreign country unless he is sure of getting the bills 
accepted by the importers . discounted readily. In order to 
make the exporters convinced of the prospect of discounting 
the importer’s acceptances the importing firm will have to 
arrange with his banker who will held themselves liable to 
indemnify any loss that may arise in the matter of discounting 
their customer’s acceptances. This arragement is ensured 
through their branches or correspondents in foreign couhtries. 
Letter of credit is raised for a definite amount and the banker 
will not be responsible for any amount in excess of this limit of 
guarantee. 

(b) Money at Call and short notice — This item represents . 
short term investment and as such it will appear on the asset 
side on the Balance Sheet. 

Rebate on Bills Discounted — represents an item of incomo 
leceived in advance and hence the same will appear on *th& 
liability of side of a Balance Sheet. 

[ For detailed discussion in respect of both the items please;^ 
see answer to Q. 1 (a) of 1953 aV page 86 ]. 
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Q. 5. (a) Under the Insurance Act what deposit is a life- 
Assurance Company required to make and with whom ? 

(b) Life Assurance Companies invest their surplus funda 
largely in Government securities which are subject to fluctuair 
tions in value. How are these fluctuations provided for in 
accounts ? 

(c) Write short notes on (i) Loans on Life Interests and 
Reversions and (ii) Annuity Fund. 

Ans. (sk) Since after nationalisation of Insurance Businesa 
and a Corporation being formed this provision has ceased tu 
operate. Previously however there was a provision for 
maintaining a reserve deposit with the Reserve Bank of India. 

(b) Since investments are required to be shown in the 
Balance Sheet at lower of the two — cost and market value,, 
every concern has got to adjust the fluctuation in the value of 
investment on the date of Balance Sheet. This adjustment may 
be carried through Revenue Account or Profit & Loss Account. 
As an alternative to this another system is also in force under 
which the fluctuation is provided for by building up an 
Investment Fluctuation Fund. This fund is created by 
bringing into account the difference between the cost and the 
mafket price of investments by making a charge on the 
Revenue. Under this method the Investment will appear at 
cost on the assets side while the Investment Fluctuation fund 
representing difference of the same with market price will 
appear on the liabilities side of the Balance Sheet. 

(c) (i) Loans of Life Interests and Reversions - the item 
represents loans granted against life interest of the borrower in 
certain properties, assets or against the reversion of the borrower 
to certain properties and assets upon jthe death of the life tenant. 
This loan constitutes an item of the firm's properties and as 
such the same will appear on the assets side of a Balance Sheet. 

(ii) Annuity Fund - this item represents liability of an 
Assurance Co. to its annuitants on a particular day. Just like 
Life Assurance fund, the net liability in respect of annuities 
already undertaken is ascertained by periodical acturial 
valuation. In most cases no separate account is there for 
Annuity business of a life Assurance Co. In such cases no 
separate existance can be found of Annuity Fund. 


Q. 6. A new company, C Ltd., is formed to take over to 
other existing companies, A Ltd., and B Ltd., the Balance 
Sheets of which at the date of the taking over were as follows ; — 
A B A B 

Capital Rs. Rs. Rs. Rs, 

20,000 Ordinary Freehold 

SWes of Premises 76,000 1,84,000 
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Bfl. 10 each 2,00,000 Furniture and 

25,000 Ordinary Fittings 12000 8,000 

Shares of Sundry 

Bs« 10 each 2|50,000 Debtors 60»000 40,000 

Sundry Stock in hand 20,000 24,000 

Creditors 10,000 20t000 Profit & Loss 
Bills Payable 16,000 18,000 A/c. (Dr.) *78,000 62,000 

Bank 

Overdraft 20,000 30,000 


2,46,000 8,18,000 2,46,000 ^ 818,000 


The Freehold Premises and the furniture and Fittings are 
taken over at book values ; Sundry Debtors at 25% and Stock 
at Bs. 6,000 and Bs. 8,000 respectively for A and B. The liabi- 
lities are to be paid in full by C Ltd. 

The appropriate purchase considerations are to be satisfied 
by fully paid shares of C Ltd. 

Give the necessary Journal entries in the books of the three 
companies to give effect to the above taking over and draw up 
the opening Balance Sheet of C Ltd., which is floated with 
a nominal capital of 1,00,000 Ordinary Shares of Bs. 10 each of 
which 30,000 shares, fully paid, are issued in the first instano3 to 
satisfy the purchase conditions as well as to arrange for working 
capital. 


Ana. Purchase consideration in respect of ‘A’ Ltd. may 
be computed as under. 

Total value of assets taken over ( as agreed upon ) 


Freehold Fremisea 

76000 


Famitare 

12000 


Sundry Debtors 

15000 


Stock in hand 

6000 




1,09,000 

Lew Liabilities assumed by C. Ltd. 

\ 

Sundry Creditors 

1,0000 


Bills payable 

16,000 


Bank overdraft 

2,0000 



— 

46,000 

Purchase consideration 

Bs. 63,000 

In the same method the Purchase 

consideration 

a 

for takinc: 

over afftdrs of B Ltd. can be computed as Bs. 1,42,000. 
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Jouroal Entries in the bodes of A Ltd. 

(1) Bealisation A/o Dr. Bs. 1|68,000. 

To Sundry Assets : Bs. 1,68,000 

Freehold premises 76,000 

Furniture & Fittings 12,000 
S. Debtors 60,000 

Stock in trade 20,000. 

( Sundry assets taken over by C. Ltd. being closed in accounts 
and transferred to Bealisation Account ). 

(2) Sundry Liabilities : Dr. Bs. 46000 

Sundry Creditors 10,000 

Bills Payable 16,000 

Bank Overdraft 2u,000 

To Bealisation A/c Bs. 46000. 

( Sundry liabilities taken over by C Led. being closed and 
'transferred to Bealisation account. ) 

<3) C Ltd. A/c Dr. Bs. 63,000 

To Bealisation A/c Bs. 63,000. 

^ Being the purchase consideration as agreed upon ). 

(4) Share Capital A/c Dr. Bs. 2,00,000 

To Sundry shareholders’ A/c Bs. 2,00,000. 

( Being the transfer of share Capital to personal accounts 
■of the shareholders ). 

(5) Sundry shareholders A/c Dr. Bs. 1,37,000 

To Profit & Loss A/c Bs. 78,000 

^ To Bealisation A/c Bs. 59,000. 

( Being the transfer of debit balance of P & L Account and 
loss on realisation to Sundry shareholders’ account ). 

(6) Shares in C. Ltd. A/c Dr. Bs. 63,000 

To C. Ltd. A/c Bs. 63,000. 

(Being the shares in C. Ltd. issued in our favour in payment 
•of the purchase consideration ). 

(7) Sundry shareholders’ A/c Dr. Bs. 63,000 

To Shares in C Ltd. A/c Bs. 63,000. 

( Being the distribution of shares received from C Ltd. ) 

[ Same set of journal entries will be required to close the 
accounts in B Ltd’s books. It is considered needless to repeat 
the B{uue entries. The only thing the students will be requited 
to do is to replace the figures by corresponding figures of B 
Ltd*s books. ] 

Adv. A/c»9 
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In the Books of C. Ltd. 

Journal Entries : — 

(1) Freehold Premises A/c Dr. Rs. 76,000 
Furniture and Fixtures A/c Dr. Rs. 12,000 
Sundry Debtors A/c Dr. Rs. 15,000 
Stock in trade A/c Dr. Rs. 6,000 

To Sundry creditors A/c Its. 10,000 

To Bills Payable A/c Rs. 16,000 

To Bank Overdraft A /c Rs. 20,000 

To A. Ltd. (Vendors) A/c Rs. 63,000 

( Being the incorporation in accounts of assets and liabilities 
of A. Ltd. taken over as per agreement ). 


(2) Freehold Premises A/c Dr. Rs. 1,84,^ 00 

Furniture A/c Dr. Rs. 8,000 

S. Debtors A/c Dr. Rs. lO,000 

Stock-in-trade A/c Dr. Rs. 8,000 

To Sundry Creditors A/c Rs. 20,000 

To Bills Payable A/c Rs. 18,000 

To Bank Overdraft A/c Rs. 30,000 

To B. Ltd. (vendors) A/c Rs. 1,42,000 

( Being the incorporation in accounts of assets and liabilitiea 
of B Ltd. taken over as per agreement dated ) 

(3) A. Ltd. (vendors) A/c Dr. Rs. 63,000 
B. Ltd. (vendors) A/c Dr. Rs, 1,42 000 

To Ordinary Share Capital A/c Rs. 2,05,000. 

( Being the issue of 6300 shares of Rs. 10 each to A. Ltd. 
and 14200 shares of Rs. 10 each to B. Ltd. in satisfaction of the 
consideration for taking over their affaires )• 

(4) Bank A/c Dr. Rs. 95000 

' To Ordinary Share Capital A/c Rs. 95,000. 

(/Being the issue of 9500 ordinary shares to the public ta 
raise the working Capital ). 
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Liabilities 


Amount 


Assets 


Amount 


ss: 

Authorised Capital 

1,00,000 Ord. Shares of 

Bs. 10 each 10,00,000 


Issued & Sttbs^cribed Capital 

20.500 Ord. Shiires of 
Ks. 10 each isbued as 

fully paid to the venders 2,05,000 

9.500 Ord. Shares of Rg. 10 

each issued as iully paid up 95,000 


Bs. 

Freehold Premises 

* A AA / 


• 

2,60,000 

Furniture and 


Fittings 

20,000 

Sundry Debtors 

25,000 

Stock-in-trade 

14,000 

Cash at Bank 

45,000 


3,00,000 

Sundry creditors 30 OOO 

Bills payable 34,000 


Total Rs. 3,64,000 


Total Rs. 3,64,000 


Q 7. Give a ruling for the Stores Ledger and enter the 
following transactions therein for the mouth ended February 
28, 1955 : 

If' BRASS SCREWS 

February 1. Opening Stock : 200 gross @ Bs. 5/10 per gross. 

„ 3. Issued to Work Order No. 83, as per Requisition 

No. 183/2 : 2 gross. . 

„ 7. Issued to Work Order No. 26, as jer Requisition 

No. 277 {6‘2 : 10 gross. 

„ 11. Beceived back from Work Order No. 48, as per 

Credit Slip No. 78/10*2 : 2 gross valued at 
Bs. 5/10 per gross. 

„ 17. Issued to Work Order No. 51, as per Requisition 

No. 301/16-2 : 50 gross. 

,, 22. Issued to Work Order No. 26. as per Requisition 

No. 366/21'2 ; 50 gross. 

„ 25. Issued to Work Order No. 57. as per Requisition 

No. 419/24*2 : 20 gross. 

, Beceiced from S. B. Roy & Co,, Approved 

Suppliers, 220 gross, by their Challan No. 
568/242, costing Bs. 5/7 per gross. 

„ 28. Issued to Work OMer No. 83, as per Requisitiois 

No. 434/26'2 : 85 groK. 
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Q. 8. On December 3l, 1964, the Trial Balance of the World 
Wide Trading Company, Ltd., having three Branches A, B and 
O, stood as follows ; — Trial Balance 


1,00 000 Ordinary Shares of 

Bs. 10 each, fully paid 


Dr. 

Cr. 

10,00,000 

6% Debentures 

• •• 


6,00,000 

Purchases A 

• • • 

2.5,^0090 


B 


17,0(*,000 


C 

• • • 

23,00,000 


Wages — A 

• • • 

1,12,000 



• • • 

1,08,000 


C 


1,09,000 


Sales — A 

• • 

3aoo,ooo 

B 

• •• 


20,00,000 

C 



27,00,000 

Stock at January 1,1954 — A 

• •r 

2,0f> 000 


B 

• •• 

1,00,000 


C 

• • • 

3,00,000 


Land and Buildings 

• • • 

3,50,000 


Furniture and Fittings 

• • • 

24,000 


Advertisement 


56.00' 


Insurance 


18.0»0 


Carriage Inward 


14,000 


Carriage Outward 

• •• 

6,000 


Office Salaries 

• • # 

2,80000 


Director’s Fees 

• • • 

4.000 


Kates and Taxes 

• • • 

2,000 


Discounts Allowed 

• • • 


3/)00 

Discounts Received 

# • • 

1,000 


Cash in hand 


17,000 


Cash at Bank 


3,43,000 


Charges General 


1,31,000 


Sundry Debtors 

• • • 

4,6.5,000 


Bills Receivable 


2,80,000 


Sundry Cr^'ditore 

Bills Payable 

• •• 


83,000 

• •• 


32,000 

Profit & Loss A/c. (Cr.) 

• • • 


20,000 

Debentures Interest to June 30, 1954 

18,000 



94,38.000 94.38,000 


The Closing Stock as on December 31, 1954, ytaa — 
A : Efl. 1,80,' 00 . B : Be 1^)6,000 ; C : Rs. 2.90,0t)0, 

Write off Bs. 4f 0 as Bad Dtbts and maks a Beserve of 1% 
on Debtors Depreciate Land and Buildings by 2 ^% and Furni- 
ture and Fittings by 8%. 

Allocating the unallocated expences in the proportion of 2 :1: 2 
over the three departments A, B and C ■ respectively, draw up 
the Trading wnd Profit & Loss Account for the year ended 
December 31, 1954 and a Balaice Sheet as at that date. 
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^ Q 1. (a) Distiingaish between Hire Parchase wd 
Instalment Payment Purchase system, particularly with regard 
to (i) ownership over the assets and (ii) charge for depreciation^ 
of th|B assets. 

j(h) A manufacturer purchases a plant for Bs. 22,730 on the- 
instalment payment system. The first payment is to be made 
at the time of taking delivery of the plant and the entire- 
payment is to be completed by four more equal annual payments. 
The Vendor charges interest @ 5% per annum. Assuming dep- 
reciation to be charged ® 10% per annum on the reducing instal- 
ment plan, draw up the Plant Account and the Vendor’sv 
Account in the books of the manufacturer. . 

JV. - The present value of Re. 1 invested at the begining' 
of each year for 5 years at 5% per annum is Bs. 4*5460. 

All calculations are to be made in terms of months. 

Ans. The term Hire Purchase relates to such transactions^ 
where the acquisition of an asset is effected through accumulated 
payments of hire for the same. Under thi^ system goods are 
delivered to the hirer on his undertaking to pay by equas 
periodical instalments and till such time the last instalment il 
n<ft paid the goods shall continue to be the property of the 
Seller. Since the payment under this system is spread over a 
considerable period the seller will charge a price in excess of 
that at which he would have disposed the goods on cash terms. 
As such the sum total of insjalmentS will include the cash down 
price of the asset in question and interest at an agreed rate for- 
the extended term of credit allowed, Natuarally such portion 
of the instalment which can be appropriately considered as 
• payment towards cashdown value of the asset will be debited 
to that asset account and the balance being charged to each 
year’s revenue as chaiges for interest. To the vendor of the 
asset the cashdown price will constitute his sales and the 
amount received in excess of that will be treated as interest 
earned and credited to each years revenue. 

Akin to this there is another system known as Instalment 
Payment under which the price for the asset is paid in equal 
periodical instalments. This price is calculated after taking 
the amount of interest for the extension of Credit into considera- 
tion. Under this system the ownership in the goods is. 
transferred on to the buyer as soon as the contract is effected. 
The buyer in this system will consider the unpaid price of the 
asset as his liability and the Vendor will also on the otherhand 
consider the buyer as his debtor. The Debtor’s Account in the- 
Vendor’s books and the Vendor’s Account in the Buyer's books 
will be posted with the total amount of instalments agreed upon^ 
the difference of the same witfl the cash down price being;- 
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temporarily recorded as Interest suspense. The Interest 
'Sus^nse Account will be eliminated by writing down propor- 
tionate amount of interest to each year’s revenue during the 
-currency of the instalments. 'Die chief difference of the method 
with the Hire Purchase system lies in the fact that under 
Instalment Method the ownership in the goods is transferred 
on the agreement being reached whereas under the Hire 
Purchase Method the ownership rests with the Seller until the 
Sast instalment is paid. 

The element of depreciation will be there even though the 
asset is acquired on Hire Purchase or Instalment system. The 
asset in question does suffer the usual depreciation through 
wear and tear and the fact that the payment is outstanding 
can not hold up this wear and tear. As such the usual 
depreciation calculated on the basis of cash down price is 
annually taken into account. There is no distinction in the 
matter of charging depreciation under the two different 
methods of purchase viz* Hire Purchase and Instalment. 

(b) The amount of each instalment may be worked as 
indicated below : — 

According to the table supplied, the present value of Bs. 1 
for 5 years at 5®/o p. a* is Rs. 4 5460 ; hence annuity for 4*546 
is Be 1. 9 

So, anuity for 22730 is =Rs. 5000. 

o4io 

On the basis of this amount of annual contribution the 
postings in the respective accounts will be as shown below. 

Dr. Plant A/c Or. 


Particulars Amount 

Particulars Amount 

Ist yeur 

To Vendor’s Account 227^0 

1st year • 

By Depreciation 2273 

,, Balance c/d 20457 

22730 

22730 

2nd year 

To Balance b/f 20457 

2nd year 

By Depreciation 2046 

„ Balance c/d 18411 

20457 

20457 

3rd year 

To Balance b/f 18411 

3rd year 

By Depreciation l841 

„ Balance c|d 16570 

18411^ 

18411 
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4th year 

To Balance b/f 

16570 

4th year 

By Depreciation 
„ Balance c/d 

1657 

14,913 


16570 


16570 

5th year 

To Balance b/f 

14913 

5th year 

By Depreciation 
„ Balance c/d 

1491 

13422 


14913 


14913 


Interest Suspense A/c 

1 8t year 

To Vendor’s A/c 

2270 

1st year 

By Balance c/d 

2270 

2ad year 

To Balance b/f 

2270 

2nd year 

By Profit & Loss A/c 
(Int. on 17,730) 

„ Balance c/d 

887 

1383 


2270 

2270 

3rd year 

To Balance b/f 

1383 

3rd year 

By Profit & Loss A/c 
(Interest on Rs. 13617) 

681 

702 


1383 


1383 

In this way the Interest Suspense Account will be written 
down to Profit & Loss Account. 

Dr. 

Vendors Accbunt 

Cr. 


Ps 1 

1 P friciilurs 



1 8t year 

To bank Account 
(Cashdown) 

„ Bank Account 
Balance c/d 

5000 

5000 

15000 

l8t year 

By Plant Account 
«« Interest Suspense A/( 

22730 
B 2270 


25000 

' 25000 

:2nd year 

To Bank Account 
„ Balance c/d 

5000 

10000 

2nd year 

By Balance b/d 

15000 


15000 

16000 
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3rd year 

To Bank Account 
t9 Balance c/d 


4th year 

To Bank Account 


5000 

3rd year 

By Balance b/d 

10,000 

6000 

— — 

— " — 


10,000 

10,000 


— 

5000 

4th year 

By Balance b/d 

BOOd 


Fora-^better understanding of the working a ^specimen or 
Journal Entries is given below : 

Plant Account Dr. Rs. 22730 

Interest Suspense A/c Dr. Rs- 2270 

To Vendors Account Rs. 25000. 

( Being the Plant acquired on Instalment payment system )*. 
On payment being made : - 

Vendor B Account Dr. Rs. 5000. 

To Bank Account Rs. 5000. 

At the yearly closing : — 

Profit & Loss Account Dr. Rs. 887 

To Interest Suspense A/c Rs. 887. 

( Proportionate amount of interest being taken into account 
and charged to revenue ). 


Q 2. (a) Powers are usually not taken originally by a 
company for the issue of bonus shares. Detail the procedure to 
be adopted by a company for the issue of such shares, 

(b) A company has accumulated large profits in the Reserve 
Account and the Board of Directors decide to utilise a part of' 
this Reserve in order to make the capital properly representative 
of the financial position. • 

The Paid up Share Capital is Rs. 10,00;0»'0 consisting of 
90,000. Ordinary Shares of Rs. 10 each fully Paid up and 20,000 
Ordinary Shares (face value Rs. 10 each), Rs. 5 per share paid 
up. At the date of allotment of the bonus shares the market 
value of the Ordinary Share stands at Rs 33. The Directors 
decide to issue one tenus share at the premium of Rs. iO lor 
every fully paid share held and to make the partly paid shares^ 
fully paid. 

Give the necessary Journal entries. 

Ans. I ssue of Bonus Shares implies Capitalisation nr 
ResejUtfia anH Revenues. A. successful concern might ha ve 
oc casionally an accumulation of huge reserves created out ot 
prafitTW hen the^ccn miilatinn r e a ches to an amoun t farin ^cw - 
o f the fature.,e3gigenc y t he management may des ir e to Sl^r ibute 
a J^f^ipE L^JllLflmOD gBt l^e (^a^holders to c ompensate the lose 
d! dWp ^d w hich thejAarehoMeis suff ered becaalBe "^rmaklng‘ 
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■^ f the reserve out of annuail profits in the pas t. I nstead of 
p Vtg^itofcashlto^febe Shai^^^ n ew ^ares are Issued t o 
t he ex isti ng Shareholde rs fo r the amount of Songs payable to 
-them. When shares are thus issued in paying "the bonus, the 
iig^ue of such sha res is called issue uf bo nus 8hares> The proposal 
for distribution of accumulated Reserves as. 'Bonus’ and issue of 
-Shares in lieu thereof can be given eflect to only af ter the 
-same has been passed in a General. Meeting of the Share- 
holdereT 
Procedure 

The Company may in a General Meeting resolve : — 

(i) That it is desirable to capitalise any part of the amount 
ifor the time being standing to the credit of Reserve Accouut 
and or to the credit of Profit & Loss Account. 

(ii) That the sum thus apportioned shall not be paid in 
cash but shall be appropriated towards paying up in full, 
unissued shares and Debentures of the company to be alloted 
as fully paid up to the members who would have been entitled 
to the accumulated profit if distributed as dividend and in the 
jproportion which would have been in such case. 

The Board of Management shall give effect to the resolutions 
as aforesaid and will make the necessary appropriation in 
aedbunts. 

In the event the issue of bonus shares make the total 
capital exceed the limit of Authorised capital, necessary steps 
to raise the limit of Authorised capital will have to be taken 
“first and thereafter to proceed with capitalisation of Reserves 
and issue of Bonus Shares in the manner discussed herein before. 

[ The authority for piayment of bonus by issue of shares is 
provided for in Schedule 1, Table *A! subclause 2 , clause 90 of 
^the Act of 1 956. ] 

(b) Journal Entries 

^1) General Reserve A/o Dr. Rs. 19,00,000 

To Bonus to Shareholder’s A/c Rs. 19,00,000. 

( Being the amount out ol the reserve declared declared 
payable as bonus to the existing Shareholders Vide Board’s 

resolution dated in pursuance of decision taken in the 

General Meeting of the Shareholders ) 

(2) Bonus to Shareholders A/c Dr. Rs. 18,00,000 

To Ord, Share Capital A/c Rs. 9,00,000 
„ Share Premium A/c Rs. 9,00,000. 

( Being the utilisation of Bonus in paying the new issue of 
90000 ordinary Shares of Rs, 10 each at a premium of Rs. 10 
per Share. ) 

(8) Ord. Share Call A/c Dr. Rs. 1,00,000 

To Ord. Share Capital A/c Rs. 1,00,000. 

( Being the uncalled amount of Rs. 5/- per Share called up 
on 20000 ordinary Shares of Rs. 10 each ). 
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(4) Bonus to Shareholders A/c Dr.^Bs. 1,00.000 

To Ord. Share Call A/c Bs. I,00i000.. 

( Being the utilisation of Bonus in paying the uncalled 
portion of 20,000 Ord. Shares of Rs. 10 each now called up as^ 
per Boards resolution ). 

Q* 3* Bam and •Rahim are in partnership sharing profits 
and losses in the ratio of 3:2. As Bam, on account of his 
advancing years, feels he cannot work as hard as before, the 
Chief CJeiirk of the firm, Batan, is admitted as a partner with 
effect from January 1, 1955, and becomes entitled (to one-tenth 
of the net profits and nothing else, the mutual ratio between. 
Bam and Bahim remaining unaltered. 

Before becoming a partner. Batan was geting a salary of 
Bs. 50 per month together with* a commission of 4% on the net 
profits after deducting his salary and the commission. 

It is provided iu the partnership deed that the share of 
Batan’ s profits as a partner in excess of the amount to which 
he would have been endtled if he had continued as the Chief 
Cleark, should be taken out of Ram’s share of profits. 

The net profits for the year ended December 3l, 1955 
amounted to Bs. 1,10,000. Draw up the Ledger account for the 
net profits showing the distribution amongst the partners. 

Ans. In order to give effect to the provisions of the 
Partnership Deed as reproduced in para 3 of the problem we 
are to ascertain first the amount to which Batan would have 
been entitled in the event of had he not been admitted as a 
partner. The amount may be ascertained in the manner 
indicated below. 

Profit Bs. 1,10,000 

Leas — Salary of Batan ( Rs. 500 x 12 ) 6000 


Z^ss^-'Ratan’s Commission 


( ^ X 

^ 100+4 


1,04,000 ) 


Rs. 1,04,000 
4000 


Net Divisible Profit Rs. I,(i0,000 


Batan would have got in the capacity of the chief clerk 
Es. 6000+Rs. 4000 =R8. 10,000. and thereafter the balance 
representing the net divisible profit was to be distributed 
between Ram and Rohim in the ratio of 3 : 2. ^ Uuder the new 
. arrangeTV'ent Batan is to have an amount equivalent to 1/ . pth. 

: 1,10, » 00 which comes to Rs. 11000. Now Ram is to bear, 

'<p|ii'<>(hiB own share, Bs. lOOO towards Batan*s remuneration 
;W6uDt being in excess of the stipulated figure of Rs. 10»000 
to Wliioh Batan would have^ normally been entitled. The 
distribution may be shown in the manner shown below. 
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Dr. Pkrofit & Loss Appropriation A/c 

BbT 

To Barn’s Current A/c By Net Profit 

(I share of 100000 59000 

minus 1000 aeainst 
Ratan’s Share; 

I, Ratan’s Current A/c 

(f share of 1,00,000) 40,000 

„ Ratan’s Current A/c 11000 
shaie of 1,10,000) 


Rs. 1,10,000 


Or. 

R3. 

1,00,000 


Rs. 1,10,000 


Q. 4. (i) What is meant by “Underwriting Commission” ? 
Is the Underwriter required to make any formal application for 
shares and are such shares allotted to him in the ordinary way ? 
In this connection, what is meant by an “application firm” ? 
Is any commission allowed on such firm application ? 

(ii) Distinguish between Underwriting Commission and 
Commission on Placing Shsres 

(iii) Ciloutta House Building Association, Ltd. issue 
1,Q0,000 Ordinary Shares of Rs. lOO each. P, Q, R and & 
underwrite the entire issue in the proportions of 40%, 30 i, 20% 
and 10% respectively in consideration of a commission of 4%. 
They also apply firm for shares as follows : P for 4,000 shares ; 
Q for 3,000 shares ; R for 2,0<>0 shares and S for 1,000 shares. 
Besides the firm application by the Underwriters, the publia 
apply for 60,000 shares. 

Show the number of shares to be taken up by each of the 
, underwriters, and also the commission received by each. 


Ans. (i) When the issue of shares of a newly floated 
company is guaranteed by a person or a firm against valuable 
consideration the person or firm so guaranting the issue is 
called ^‘underwriters” and the commission in consideration of 
which they undertake to guarantee the issue is termed aa 
Underwriting Commission. While guaranteeing the applications 
for shares the underwriters assume the liability for taking up 
the residual shares not applied for by the Public. The written 
undertaking given by the underwriter to this effect serves the 
purpose of application and the Shares found due to be issued 
to them are issued in pursuance of the undertaking, in writing, 
given by the Underwriters. 

Barring the question of taking up of the Shares un-applied 
for by the Public the underwriters may sometime apply for 
Shares of the Company of which they have been appointed 
underwriters. Such applicationi^ are called ‘‘application^ firm” 
and since these application are deemed to have been applied 
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for by them as an ordinary member — members of the Fublici the 
underwriters earn the usual commission on the shares covered^ 
by such applications. 

(ii) Commission for Placing Shares is earned by a broker 
who acts on behalf of the company and by his acts promotes 
applioatioDS for Shares. In such a case the broker does not 
•assume the liability for having the full Shares applied for by 
the public. 

Underwriting Commission is earned by an underwriter 
who guarabtees the floating of shares of a company. He does 
not however act as an agent of the Company. The underwriter 
under the terms of the agreement holds himself liable to take up 
the Tesidual shares not applied for by the public. 

(iii) Total Issue underwritten 1,00,000 shares. 


’ Shares applied for by the public 60 000 shares, 
Shares covered by "'Application firm” 10,000 shares 


Total Shares applied for 70,000 
The balance i.e. 30000 Shares remains unapplied for and 
those are to be taken up by the four underwriters in the ratio 
of4:8:2:l. . 

The distribution of the unapplied for Shares in between the 
^underwriters will be as follows. : 

P will take up of 30, 000=® 12,000 shares. 

g 

Q will take up ^of 30,000* 9000 shares. 


2 

B will take up ^ of 30,000 * 6000 shares. 

S will take up of 30,000 * 3000 shares. 

'ilierefore, 

P will hold 12000 + 4000 (Appl. Firin') *16000 shares. 

Q will hold 9000 + 8000 (Appl. Firm)* 12000 shares. 

B will hold 6000 + 2000 (Appl. Firm) * 8000 shares. 

S will hold 3000 + 1000 (Appl. Firm)* 4000 shares. 

Commission on Total Issue underwritten will calculate 
«s follows : — 


Bs* 


100,00,000X4 

100 


=Bs. 4,00,000. 


^ This amotmt renresenting joint earning 
<4^ be distributed amongst them in the 
'wli&b they have underwritten the issue. 


of the underwriters 
same proportion in 
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So, 

4)0 

P will get ^ X Rs. 400000 = Rs. 1,60.000. 

30 

Q will get ^ X Rs. 4,00,000= Rs. 120000. 

20 

R will get ^ X Rs. 4.00,000= Rs. 80000. 

S wyi get ^ X Rs. 4,00,000= Rs. 40000. 

Q. 5. (a) What ar6 the functions of a broker in connection 
with Marine Insurance ? What are the respective money pay- 
ments due to (i) the Insurer ; (ii) the Insured and (iii) the 
Broker in this type of business ? 

(b) The India Jalajan Co, Ltd. insure their fleet of vessels 
for the year l955 at a valuation of Rs. 50 lakhs. The terms 
settled are a premium of 6%, a brokerage of 5%, a discount of 
10% and a charge of 1% for collection of claims. 

The following claims arise during the year : (i) Damage to 
Bhagirathi agreed at Re. 10,000 ; (ii) Total loss of Godavari 
agreed at Rs. 3,00,000. 

• The brokers collect the above claims and pay net proceeds 
to the company. 

In the books of the company, show the Journal entries 
for the above transaction and also the Broker's Account in the 
Ledger. 

Ans. (a) The function of a broker in Marine Insurance 
is in no way distinct from that of a broker in general sense. 
• His duty is to bring the person or firm intending to have his 
vessel insured in contract with the Insurer or Lloyds under- 
writer as the case may be. This he does against consideration 
in the shape of brokerage calculated on the gross premium at 
certain pre-determined rate. The net premium arrived at 
after deducting the brokerage constitutes the receipt of the 
underwriters or Insurers. Discount calculated at a certain 
percentage on this net premium is receivable by the Insured. 

IN THE BOOKS OF THE INDIA JALAJAN CO. LTD. 

(b) Journal 

^1) Insurance A/c Dr. Rs. 2,71,600 

To Broker's A/c Rs. 2,71,600. 

[• Premium on Rs. 50,00,000 @6%. less brokerage 5%, less 
•discoobt of 10% as per the following calculations being 
.payable 

Adv. A/c-lO 
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Gross Premium Bs. 3,00,000 

Less-- Brokerage 

@ 5% on 3,00,000 Ra. 15.000 

Net Premiums to underwriters Rs. 2,85,000 
Less — ^Discount allowed 

to insured @ 10% Rs* 28500 

Rs. 2,71,500 ]. 

(2) Broker’s A/c Dr. Rs. 3,10,000 ^ 

To Repairs A/c (Bhagirathi) 

,, S. S. Godavari A/c 3,10,000. 

( Damage to S. S. Bhagirathi and total loss of S. S. Godavari 
as agreed and claimed from underwriters. ) 

(3) Charges for Collection A/c Dr. Rs. 3,100 

^ To Broker’s A/c Rs. 3,100. 
( Collection charge at 1% on settled claims being credited 
to Broker’s Account ). 


Dr. Broker's Account Cr. 


Rs. 

Rs. 

To Cash 2,71,500 

By Premiums 2,71.500 

„ Claim for damage 10,000 

„ Collection Charges 3,100 

„ Claim for agreed 

„ Balance — 

amount of total loss 3,00,000 

Receivable in Cash 306900 

Rs. 5,81,500 

Rs. 5,81,500 


^ Q/'®. (i) What are the drawbacks of overtime works ? 

" \ A manufacturer finds it worth his while to resort to 
overtime work rather than to employ additional workmen. In 
what circumstances is this likely ? 

(iii'l The machine hour rates for five machines are : 
Re. 1/10; II, Rs. 2/7 ; III, Re. 1/14 ; IV, Rs. 3/2 ; and 
V, Rs. 2/11. 

The elements cost of two work-orders are : ^ 

Materials Wages Chargeable 

Expenses 

Rs. Rs. Ra. 

Work Order No. 1 10,000 3,000 200 

Work Order No. 2 36,000 24,000 Nill 

Machines are used are follows : — 

I II III IV y 

Machine Machine Mabhine Machine Machine 
(Hours) (Hours) (Hours) (Hours) (Hours) 

Work Order No. 1 88 c 104 120 

Work Order No. 2. 144 122 — 96 


128 . 
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If the 0£Sce Oncost charges be 60% of the Works Cost, 
calculate the total cost of sales in each case correct to the 
nearest rupee. 

Ana. (i) Drawbacks in having the works done by overtime 
work may be summarised as below : 

1. Normally the overtime wage-rate is higher than the 
usual rate ; hence in having overtime work a higher wage 
payments will be involved and this will increase the unit cost 
of production^ 

2. The working of the machine beyond the scheduled hour 
of work will lead to higherrate wear and tear resulting in higher 
charge of depreciation. This will also go to increase the total 
cost of production. 

3. Deterioration in the quality of the articles produced 
through overtime work is inevitable since the labourers engaged 
in the overtime work will by reason of his day's exersion not 
be in a position to give the required extent of attention and 
hence there will be deterioration in quality. 

(ii) Even in the face of drawbacks of overtime work as 
enumerated above, a manufacturer may 6nd it worth while to 
restart to overtime work under the following circumstances 

(a) A sudden rise in the demand for the product does not 
leave any room for expansion of producing units ; hence the 
system of overtime work will have to be taken recourse to till 
such time the expansion becomes possible. Furthermore the 
attempt towards expansion at the sight of a temporary rise in 
demand may involve risk ; to avoid this risk the overtime 
^stem is taken recourse to so long the manufacturer is not 
^nfirmed of the rise in demand to bew maintained. 

(b) A manufactory which reqiures technically eiSecient 
labourers may not capable of being readily expanded because of 
dirth of supply of such effecient labourers' ; hence there will 
remain no other alternative but to have recourse to overtime- 
work. 

(c) A manufactory requiring a very costly set of machinery 
cannot be expanded with the rise in demand for the articles 
manufactured through it because of outlay of fresh capital being 
involved for installation of a further set of machinery. In such 
cases overtime work is the only alternative which can be 
resorted to in order to cope with the increased demand. 

(iii) Before proceeding with the preparation of the 
Statement of Total Cost we are to ascertain the overhead charges 
on account of machines utilised in carrying out the production. 
The incidence of Factory overhead in respect of different 
madiines may be tabulated as under : — 
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Estimate of Total Cost for job No. I & II 


* 

Work Older 
No. 1 

Work Older 
No. 2 

Materials 

10,000 

36,000 

Wages 

8,000 

24s000 

Chargeable Expenses 

200 

Nil 

• Prime Cost 

18,200 

60,000 

Add : Works overhead ( Machine-hour 
rate ) as per table 

713 

1,161 

Works Cost 

18,913 

61,151 

Add : Office Oncost at 60% of Works Cost 

i 

11,348 

36,692 

Total Cost of Sales ... 

30,261 

97,843 


Q. 7. Rabi, Shashi and Tarak are in partnership sharing 
profits and losses in the proportions of 6 : 5 : 4. They take out 
a jonjt life assurance policy for Rs, 2,00,000 so that funda 
required to pay oflf the dues of a partner on his death may bo 
available without presenting any financial difficulty to the firm.. 
The annual premium on the policy is Rs. 7,500 and this is 
treated as a business expense. Accounts are closed annually on 
December 31. Sashi died on 3lst. March, 1956. 

The partnership deed provides that the representatives of a 
(deceased partner are entitled to (i) the deceased partner’s 
capital as appearing in the last Balance Sheet ; (ii) interest 
on capital at 6% per annum to the date of his death ; (iii) his 
share of profits calculated till the date of his death on the 
average of the last three year’s profits after inclusion of the 
policy premium as a business expense ; and (iv) share of good' 
will calculated as two year's purchase on the average of the last, 
three year’s profits beiore inclusion of the policy premium at a 
business expense. 

Shashi died on April 1, 1956. His drawings in 1952 amount 
tfd to Rs. 3,000. His Capital shown in the 1955 Balance Sheet 
was Rs 80,000. 

The profits for the years 1953, 1954 and 1955, after inclusion 
of the policy premium as a business expense, amounted to. 
Rs 6i?,()00 ; Rs. 64,000 and Rs. 69,000 respectively. Sashi draw 
dOOO/- up to the date of death. 

Draw up Shashi’s Account to ahow the amount due to hia 
estate from the firm. 
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Ans. The deceased partner's Share of Profit and Share of 
Goodwill will calculate as follows : — 

Profit : Net Profit for 1953 Ks. 65,000 

„ for 1954 Rs. 64,000 

„ for 1955 Rs. 69,000 


Rs. 1,98,000 

Average yearly profit is Rs. 66000 ( Rs. 1 98000 -r 3). 

Average' Profit for 3 months is Rs. 16,500 ( Rs. 66000-r4 ) 

Sashi ( deceased's ) Share out of this is Rs. 5500 ../..(i) 

( Rs. 16500X^). 

Profit ( befor charging premium for Jfc. Life Policy ) for the 
3 preceeding years were : — 

1953 Rs. 72500 

1954 Rs. 71500 Average Profit is 

1955 Rs. 76500 Rs. 73500 

Total Rs. 2.20,500 

Value of Goodwill will be Rs. 1,47,000 ( Rs. 73500 X 2 ) 

Sashi ( deceased’s) share of the goodwill is Rs. 49,000/...(ii) 

( Rs. 147000xi 


Dr. 

Rs. 

To Sashi's Drawing's A/c 3000 
„ Balance transferred 
to Executor of Sashi 
( deceased ) A/c 199366 


Or. 
Rs. 

By Capital Account 

(balance b/f) 80,000 

„ Tn^nrest on Capital 1200 
@ 6% for 3 months)^ 

„ ‘ ' !v\’ill 49000 

share) 

„ Jt, Life Policy Proceeds 
(•^ share of ’2,00,000) 66,666 

„ Profit & Loss A/c 5500 
( J share of Profit for 3 
months calculated on the 
basis of average profits 
for the last 3 years). 


Sahis Account « 


202366 I 202366 


Dr 

Sashi’s Ezecators Account 

Cr. 


Rs. 


Ra* 



By Sashi (deceasedys 

A/c 


« 

(balance b/d) 

1,99,366 
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Q. 8. Wholesale Traders, Ltd. deal in three departments of 
merchandise. The balance of the accounts at December 81, 
1955, are as follows : — 

Share Capital consisting of 50,000 Ordinary Shares of Bs. 10 
each fully paid, Bs. 5,00,000 ; 6®/^, Debentures, Rs. 3,00,000 ; 
Stock at January 1, l955 *• Dept. I— Rs. 70,000, Dept. II— 
Rs. 40,000 ; Dept. Ill Rs. 60,000 ; Perchases : Dept. I — 
Rs. 14,10,000, Dept, II— Rs. 7,00,000. Dept. Ill— Rs. 10,50,000; 
Sales : Dept. I — Bs. 18,60,000 Dept. Il — Rs. 9,15,000, Dept. 
Ill— Rs. 13,80, OOO ; Wages : Dept. I- Rs. 2,80,000, Dept. II — 
Rs. 1,30,000) Dept. Ill Rs. 2,10,000 ; Salaries Rs. 54,000 ; 
Sundry Debtors, Rs. 2,66,000 ; Bills Receivable Rs. 2,8O,000 ; 
Sundry Creditors, Rs. 1,01,000 ; Bills Payable, Rs. 30,000 ; 
General Reserve, Rs. 145,000 ; Carriage, Rs. 12,600 ; Travelling 
Expenses, Rs. 6,300 ; Advertisement, Rs. 8,100 ; Printing and 
Stationery, Rs. 13,500 ; Goodwill, Rs, 90,000 ; Rates and Taxes, 
Bs. 1,800 ; Charges General, Rs. 36,900 ; Fleet of Transport 
Vehicles, Bs. 1,30,000 ; Land and Buildings, Rs. 1,80,000 ; 
Debenture Interest (Half-year up to June 30, 1955 ), Rs. 9,000 ; 
Furniture, Fittings and h ixtures, Rs. 72,000 ; Cash in hand and 
at Bank, Bs. 1,44,800 ; Balance of last year’s Profit and Loss 
Account (Cr.), Rs, 24,000. 

]pa. 2,000 of Sundry Debtors and Rs. 1,600 of Bills Receivable 
are bad and are to be written off, and a Reserve for Bad and 
Doubtful Debts 1^/^ is to be made on Sundry Debtors. 

Stock at December 31, 1955 amounted to : Dept. I— 
Rs. 60,000 ; Dept. II— Rs. 5u,000 and Dept. Ill — Rs. 65,000. 

Depreciate Land and Buildings by 2^7o > Furniture, Fittings 
and Fixtures by 10°/o and Transport Vehicles by 207o* 

Allocating the undivided expenses and charges in proportion 
to the total of the Opening Stock and Purchases for each depart- 
ment, except in the case of depreciation on Transport Vehicles 
which is to be allocated in the proportions of 2 : 1 : 1, prepare 
the departmental Profit and Loss Accounts for the year ended 
December 31, 1955 and a Balance Sheet as at that date. 

Ans. No proportion in which direct expenses like salaries, 
rent etc. had been actually incurred are supplied ; hence we 
a.re to allocate all the expenses between the different depart- 
ments in the ratio of cost of the goods sold by the departments. 
The costs of goods sold by three different departments are 
Rs. 14,20,000. Rs. 6,90,000 & Rs. 10^45,000. In allocating the 
•expenses in the ratio of these figures we must not ignore the 
necessity of simplicity in the system of accounting and as such 
we are to find out an workable ratio. The ratio so found out 
ma^ be 4 : 2 : 3 on the basis of which the expenfies are to be 
apportioned. Allocating the expenses in the ascertained ratio 
of 4 : 2 : 3 the Departmental fading Account and Profit & 
Loss Account are worked out below. 
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Profit & Loss Account (Departmental) for the year ended 31. 12. 55. 
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/ 

Q* 1* (a) What advantages are derived by a trader by 
keeping Ledgers under Self-balancing System ? 

(b) Below are given particulars from the books of a trader 
for the month of January, 1956 : 


January, 1, 1956 Opening Balance. 

B3. 

...30,000 

»• 

3i; 

„ Total Sales for the month 

—90,000 


}i 

„ „ Sales Returns 

... 500 

>> 

It 

„ „ Cash received from Debtors 

...40,000 

II 

11 

,, „ Bills Receivable 

...I5,000 


9t 

„ „ Do. dishonoured 

... 1,500 

II 

II 

„ ,. Discounts allowed to Debtors 

... 400 

>1 

II 

„ „ Bad Debts 

... 350' 

It 

II 

„ u Transfers from another Ledger 

750. 


He wants to maintain his books on Self-balancing system. 
You are asked to Journalise the above transactions and raise 
relevant Adjustment accounts at the back of the Sales Ledger 
and the General Ledger. ^ 

Ans. (a) Advantages likely to be derived by keeping 
Ledgers under Self balancing system have been discussed in 
the answer to Q. 2 (a) of 1952 which may please be consulted. 

(b) It is assumed that original recording in the books have 
already been done. Now what is required to do is to pass those 
entries which may make the ledger Self balancing. As such 
only the adjustment journals al:e given below. 


Journal Entries 

\ 

Rs. Rs* 

(1) Sales Ledger Adjustment A/c Dr. 90,000. 

To General Ledger Adjustment A/c 90,000. 

( Being the adjustment made in respect of Sales ). 

(2) General Ledger Adjustment A/c Dr. 500 

To Sales Ledger Adjustment A/c 500. 

( Being the adjustment made in respect of Sales returns ). 

(3) General Ledger Adjustment A/c Dr. 40,000 

To Sales Ledger Adjustment A/c 40,000^ 

( Being the adjustment made in respect of amount receive(£ 
from the Debtors during the month ). 
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*(4) Qeneral Ledger Adjustment A/c Dr. ISMO 

To Sales Ledger Ac^ustment A/c 16000. 

( Being the adjustment made in respect of Bills Receivable 
received during the year ). i 

<5) Sales Ledger Adjustment A/o Dr. 1600 * 

To General Ledger Adjustment A/c 1600. 
( Being the adjustment made in respect of bills dishonoured ). 

<6) General Ledger Adjustment A/c Dr. 400 

• To Sales Ledger Adjustment A/c 400. 

( Being the adjustment made in respect of discount allowed 
to Debtors ). 

{7) General Ledger Adjustment A/c Dr. 350 

To Sales Ledger Adjustment A/c 360. 
( Being the adjustment made in respect of bad debt ). 

(8) General Ledger Adjustment A/c Dr. 760 

To Sales Ledger Adjustment A/c 760. 

( Being the adjustment made in respect of transfer from 
other ledger ). 


IN THE SALES LEDGER 

Dr. General Ledger Adjustment A/c Cr. 


Bs. 

To Sales Ledger Adj. A/c. 500 
(Returns) 

„ Sales Ledger Adj. A/c 
. (Cash received) 40,000 
,, Sales Ledger Adjustment 
A/c 16000 

(Amount received in B/R) 

,, Sale Ledger Adjustment 
(Discount) A/c 400 
Sales Ledger Adjustment 
(Bad r»ebts) A/c 350 
ales Ledger Adjustment 
(transfer from) A/c 750 
To Balance c/d 64600 


Rs. 1,21,609 


Bsft 

Jan-l. 

By Balance b/f 30,000 

„ Sales Ledger Adj. 

(Total Sales) A/c 90,000 
„ Sales Ledger Adj. 

A/c 1500 
(Bills dishonoured) 


Bs. 1,21,500 
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IN THE GENERAL LEDGER 
fSaleg Ledger Adjustment A/c 


Rs. 

To Balance b/f 30,000 

>, General Ledger Adj. 

A/c 90,000 
„ General Ledger Adj. 

A/c 1500 
(Dishonoured Bills) 

s. 

Bs. 

By General Ledger Adj. A/c 500 
„ General Ledger Adj. 

A/c 40,000 
(Amount received) 

„ General Ledger Adj. 

(B/E received) A/c 16,000' 
1 , General Ledger Adj. 

A/c 400 

„ Do — (Bad debts) 350' 

„ Do — (transfer) 750 

By Balance c/d 64500 

Bs. 1,21,500 

Bs. 1,21,600 


Q. 2. Arun, Barun and Tarun are partners in a firm. Their 
Capital Accounts (fixed) as on 1st January, 1953 were as Arun,. 
Ba. 30,000, Barun, Bs. 25,000 and Tarun, Rs. 20,000. As the 
partners could not agree among themselves they could not pre- 
pare their Profit and Loss Appropriation Account for three 
years. You have now been requested to give the correct distri- 
bution of profits and prepare the Current Accounts of the 
partners over the years. The undermentioned information is 
supplied : 

1963 : (i) Net Trading Profit=Rs. 76,000. (ii) Drawings of 
Partners, Arun. Rs. 3,000, Barun, Ba. 2,000 and Tarun, 
Rs. 4,000. (iii) Profit and Loss sharing ratios ; Arun, 
3/5ths, Barun, l/5th and Tarun, l/5th. 

1964: (i) Net Trading Profit=R8. 100,000. (ii) Drawings of 
Partners, Arun, Rs. 2.000, Barun, Rs. 3,000 and Tarun, 
Rs. 4,000. (iii) Profit and Loss sharing ratios : Arun. 
l/5th, Barnn. 2/6ths and Tarun, 2/6ths. 

1966 :(i) Net Trading Profit =R8. 1,50,000. (ii) Drawings of 
Partners, Arun, Rs, 6,000, Barun, Rs. 4,000 and Tarun, 
Rs. 3,000. (iii) Profit and Loss sharing ratios : Arun, 
2/6ths, Barun, l|5th and Tarun, 2/6ths. 

The Net Trading Profit each year was ascertained without 
taking into account : 

(a) Interest on capitals of partners — to be allowed at 
p. a. on the opening capitals as on 1st January, 1953. 

(b) Interest on Drawings. 

— to be charged at 10% p.a. and 

(c) The salaries drawn by partners each year : 

Arun ... Rs. 6,000 

Barun ... Rs. 5,000 

Taxit^ ... Rs. 3,000 







Partners Current Accounts 
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— It is assumed that the Partners drew salaries for the three years from credits given to certain other 
ficcounts. Partners* Drawing Accounts do not include drawings in respect of salaries. 



1957] ADVANCED ACCOUNTANCY 161 

Q. 3. (a) Tabulate the points of advantages of a Bill of 
Exchange. 

(b) How do you distinguish between “Documentary Bill” 
and an “Accommodation Bill” ? 

(c) Ananda owes Bibhuti Rs. 5.000. On 1st April, l956, 
Bibhuti drew a bill on Ananda. The latter accepted the bill and 
returned it to the former. Bibhuti discounted the bill at 6% 
p.a. with Central Bank of India Ltd. On due date, after three 
months, the bill was dishonoured by Ananda. You are asked to 
give the Journal entries in the books of Bibhuti and Ananda 
recording the above transactions. 

Ans. (a) The chief points of advantages of a Bill of 
Exchange may be summarised as indicated below. 

1. The Bill of exchange is the mostly used form of credit 
instrument and as such it has kept down the use of cash to a 
great extent. This instrument can claim for adjustment of 
payment in respect of larger volume of the total trade 
transactions. 

2. The bill of exchange facilitate foreign trade and limits 
the movement of currencies of different countries as between 
themselves to the minimum. 

3. The bill of exchange safeguards the risk and serves as a 
dcjpument in foreign trade. 

4. The holder of a bill of exchange who is for all purposes 
presumed to be the “holder in due course” enjoys the absolute 
right to sue in his own name without waiting for the assignor's 
taking action on the dishonour of the bill. 

5. The characteristic importance of a bill of exchange is 
that it entails upon the holder of a bill (who is technically 
presumed to be the Holder in Due Course'^ a better title than 

^ that possessed by his assignor provided the assignee receives 
the bill in good faith and against valuable considersition. The 
delect or deficiency in title of his assignor will not in any way 
vitiate the assignee's right to sue in his own name. - 

(b) The distinct ion between an Accomodation Bill and a 
Documentary Bill is very clear from the definition of the 
two separate types. 

When a bill of exchange is drawn and forwarded to drawer 
with same documents enclosed thereto and carries the definite 
direction of giving his acceptance as a token of receipt of the 
documents it is said to be a documentary bill. These bills are 
largely in vogue in foreign trade and usually the shipping 
documents are enclosed to the bills drawn on the foreign buyer. 
These bills are sent through banks who hand over the documents 
to the buyer only on his accepting the bill. 

An Accommodation bill on the otherhand is a bill of 
exchange drawn in between two parties against no consideration 
except for purposes of raising funds for temporary period. 

Adv. A/c— 11 
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The issue of such bills does not' arise in the course of ordinary 
business transactions. 

(c) Journal Entries in the books of Bibhuti 

ApriM, 1956. Bills Receivable A/c Dr. Rs. 5000 

To Anand^s A/c Rs. 5000. 

( Being the bill dravvn on Anand is settlement of his account 
with us accepted by him ). 

„ Bank Account Dr. 

Discount Account Dr. 

To Bills Receivable Account Rs. 5000^ 
( Anand’s acceptance for 8 months being discounted ). 

On the dishonour of thd bill : — 

July-4, 1»56. Anand*s Account Dr. Rs. 5000 

To Bills Recivable A/c Rs. 5000 
( On' the acceptance of Anand being dishonoured the entries 
in respect of the bill are reversed ). 

Journal Entries in the books of Ananda 

April-!. Bibhuti's Account Dr. Rs. 5000 

1956. To Bills Payable A/c Rs. 5000. 

( A three month’s bill drawn by Ananda being accepted in 
liquidation of our dues to him ). 

July 4 payable A/c Dr, Rs. 5000 

lb36 To Bibhuti’s A/c Rs. 5000. 

( On not honouring our own acceptance). 

Q 4. Madhu, Radhu and Hadu are partners in a firm, 
sharing profits and losses as Madhu, 3/5ths, Radhu, l/5th and 
Hadu, l/5th. Balance Sheet of the firm as on the 31st 
December, 1955, is as given below : 

m 

Balance Sheet 



Bs. Bs. 


Es. 

Bs. 

Capital Accounte : 

Plant 

, 

35,000 

Madhu . 

... 25,000 

Stock 

, , 

15,000 

Radhu , 

... 20.000 

Debtors 

.. 25,000 


Hadu . 

.. 15,000 

Less B. D. 

1,000 



60, 0,^0 


— > — 

24,000 

Creditors 

15.000 

Cash 


l/)00 


75,000 



75,000 


The partners agree to sell the business to a Private Limited 
Company which was incorporated with 50,000 shares of Rs. 10 
each. The Purchasing Company agrees to take over the assets 
at book values with an extra 5,000 as value of Goodwill. 
Tb0 6^itor8 also are to be pa'd ofif by the new company. The 
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partners agree to take 50% of the Purchase Price in cash and 
the balance is to be paid by issue of fully paid shares. The 
remaining shares were issued to the public and were paid for in 
full with the exception of one shareholder holding 100 shares 
who paid the application and the allotment monies of Ks. 3 and 
Es. 2 respectively but failed to pay the call monies (Bs. 3 on 
the 1st call and Ks. 2 on Final call). You are asked to close 
the books of the firm and give Journal entries and the opening 
Balance Sheet of the new company on completion of the above 
transactions. 

Ans. The consideration for purchase 
as follows. 

Value of assets taken over 

Liabilities assumed 
Creditors 15,000 

Resei-ve for B. Debts 1,000 


Rs. 60,000 

Add — Payment towards Good will 5, COO 


^ Purchase consideration Ks. 65000 

Journal Entries in the books of Madhu? Radbu & Handu 

(1) Realisation A/c Dr. Rs, 76,000 

To Sundry Assets ; Rs. 76,000. 

Plant 35,000 

Stock ] 5,000 

Debtors 25,0C0 

Cash • 1,000 

( Being the transfer of assets ). 

(2) Sundry Creditors A/c Dr. Bs. 15,000 

Reserve for Doubtful Debts A/c Dr. Rs. 1,000 

To Realisation A/c Rs. 16,000. 

( Being the transfer of sundry liabilities assumed by the 
new Co ). 

(3) Co (Private) Ltd A/c Dr. Rs. 65,000 

To Realisation A/c Rs. 65,000. 

( Being the purchase consideration agreed upon ). 

(4) Realisation A/c Dr. Rs. 6,000 

To Capital A/g Madhu Rs. 3,000 
. To Capital A/c Radhu „ 1,000 
To Capital A/c Handu „ 1,000 
( Being the transfer of profit on realisation to partner’s 
Capital accounts ). * 


may be worked out 

Rb. 76,000 
Rs. 16,000 
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(6) Cash Dr. Rs. 32,500 

Shares in New Co. A/c Dr. Rs. 32,500 

To Co. (Private) Ltd. A/c Rs. 65,000. 

( Being the consideration money received in Cash Rs. 32500 
and in 3250 Ord. Shares of Rs. 10 each ). 

(6) Capital A/c Madhu Dr. Rs. 13540 
Capital A/c Radhu Dr. „ 10840 

Capital A/c Hadu Dr. „ 8120 

To Share in New Co A/c Rs. 325< 0. 
(Being the distribution of shares received from ...Co.(P) Ltd. 
in proportion of Capital contribution by the partners)*. 

{7) Capital A/e Madhu Dr. Ps. 14460 
Capital A/c Radhu Dr. Rs. 10160 
Capital A/c Handu Dr. Rs. 7880 

To Cash — 32500. 

i Being the distribution of Cash amongst the partners ). 

Entries in the books of Co. (Private) Ltd. 

(1) Plant Account Dr. Rs. 35,000 

Stock „ Dr. „ 15,000 

Debtors* „ Dr. „ 25,000 

Cash „ Dr. „ 1,100 

Goodwill ,, Dr. „ 5,000 

To Sundry Creditors A/c Rs. 15,000 

„ Reserve for Baddebts A/c „ 1,000 

Vendors A/c „ 65,000. 

( Being the Vendor’s assets and Liabilities, taken over, 
incorporated in accounts ). 

(2) Bank A/c Dr. Rs. 1,40,250. 

To Share Application A/c Rs. 1,40.250. 

( Being the application money Rs. 3 per Share received 
in respect of 46750 shares of Rs. 10 each ). 

(3) Share Application A/c Dr. Rs. 1,40,250 

To Share Capital A/c Rs. 1,40,250. 

( Being the transfer of application money to Capital )> 

(4) Vendors’ A/c Dr. Rs. 65,OoO 

To Share Capital A/c Rs. 32500 

,, Bank A/c Rs. 32500. 

( Vendors being paid off by issue of 3250 Shares of Rs. 10 
each and the balance by cash ). 

(5) Share allotment A/c Dr- Rs. 93500 

To Share Capital Rs, 93500. 

( Allotment money being due ). * 

(6) Bank Account Dr. Rs. 93500 

To Share Allotment A/c Rs. 93S00. 

{ Allotment money being rd^seived ). 
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(7) Share Ist Call A/c Dr. Rs. 140250 
Share final Call A/c Dr. Bs. 93500 

To Share Capital A/c Rs. 233750. 

( 1st Call money @ Rs. 3 and final Call money @ Rs. 2 per 
share being due on 46750 Shares of Rs. 10 each). 

(8) Bank Account Dr. Rs. 233250. 

To Share Ist. Call A/c Rs. 1,39,950 
„ Share final Call A/c Rs. 93,300. 

( Call moneys being received ). 

(9) Creditors A/c Dr. Rs. 15,000 

To Bank A/c Rs. 15, COO. 

( Being the payment made to creditors as per agreement... ). 

(10) Calls-in-Arrear A/c Dr. Rs. 500 

To Share First Call A/c Rs. 250 

„ Share Final Call A/c Rs. 250. 

( Being the transfer of balances in Calls accounts to calls-in- 
arrear account ). 


Balance Sheet (opening) 


Liabilities Amotmt 

Assets 

Amount 

• Rs. 


R^. 

Authorised, Issued £l 

Plant 

35,000 

Subscribed Capital 

Stock 

15,000 

50,000 shares of Rs. 10 each 

Debtors 

25,C00 

fully called up 5,00,000 

Zess— Reserve 

1,0C0 

Less : — 


24,000 

Calls-in-arrear 500 

Goodwill 

6,000 


Cash & Bank 


4,99,500 

• Balances 

420500 

Total Rs. 4,99,500 

Total Rs. 4,99,500 


5 (a) What do you understand by the term — ‘Redeemable 
Preference Shares’ ? (b) Narrate briefly the provisions of the 
Companies Act regarding the issue and redemption of Redeema- 
ble Preference Shares, (c) Vanities Ltd., have part of their share 
capital in 3.000 5% Redeemable Preference shares of Rs. 100 
each. According to the Articles of Association of the Company 
the shares are to be redeemed at a premium of 5°/o- The reserve 
of the Company shows a credit balance of Rs. 2,00,000. The 
directors decide to utilise of the reserve in redeeming the 
shares and the balance is to be met from the proceeds of fresh 
issue of sufficient number of shares of Rs. 10 each. The 
premium is to be met from the jipar’s Profit and Loss Appropri- 
ation Account. 
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You are required to give the Jourual and the Ledger entries 
on completion of the above transactions. 

Ans. When Preference Shares are issued on the condition 
that those are liable to be redeemed either at the option of the 
com pany or after the stipulated period according to terms of 
issue Such shares are said to be Redeemable Preference Shares. 

Subject to the provisions in the Articles a Company may 
issue Redeemable Preference Shares in terms of the au thority 
contained in Section 80 of the Companies Act 1956, The 
statutory provisions for redemption of such shares are 
reproduced below. 

(a) No Preference Shares shall be redeemed except out of 
profits of the Company which would have otherwise been 
available for dividend or out of the proceeds of a fresh issue of 
Shares made for the purposes of redemption. 

(b) No such Shares shall be redeemed unless they are 
fully paid. 

(c) The premium, if any, payable on redemption shall have 

been provided for out of the profits of the Comyany or out of the 
Campany’s Share Premium Account, before the Shares are 
redeemed. i 

The law also provides that in the case of such shares being 
redeemed otherwise than out of the proceeds of a fresh issue 
there shall be a Capital Redemption Reserve fund to the 
extent of the nominal value of Shares created out of the profits 
of the Company which would have otherwise been available for 
dividend. The balance standing to the credit of Capital 
Redemption Reserve fund may be applied for paying up 
unissued Shares of the Company to be issued to the existing i 
Shareholders of the Company as fully paid ‘Bonus' Shares. 

VANITIES LTD 
Journal Entries 

\ 

(1) Reserve fund Dr. Rs. 1,00,000 

To Capital Redemption A/c R^. 1,00,000. 

( Being the transfer of reserve to Capital Redemption fund 
as per resolution of the Board of Directors ), 

(2) Sundry Share Applicants A/c Dr. Rs. 2,00,000 

To Share Capital A/c Rs. 2,00,000. 

( Being the fresh of issue of shares decided upon to meet 

fund for redemption ). 

(8) Bank A/c Dr. Rs. 2,00,000 

To Sundry Share Applicants* Rs. 2,00,000. 

. ^ Being the money received against the fresh issue of 

:Sha#Anamtal\ 
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(4f) 5 % Redeemable Pref. Share Capital A/c Dr. Rs. 3,00,000 
Premium on Redemption of Shares A/c Dr. Ks. 15,000 
To Sundry 5% Redeemable Pref. Shareholders 

A/c Rs. 3,15,000. 

( Being the transfer of redeemable Share Capital and 
premium on redemption to Shareholders Accounts ). 

(5) Sundry 57o Redeemable Pref. Share holders* A/c 

Dr. Rs. 315000 

, To Bank A/c Rs. 315000. 

( Being the redemption of 5'"/^ Preference Shares made ). 

N. B. [It has been assumed that usual provision was made 
out of profits for Premium payable on redemption. In this 
connection it is also assumed that the amount in respect of 
this premium is to be met out of the Company’s Cash & Bank 
balances. ] 


Dr. 6 % Redeemable Pref. Share Capital A/c Cr. 


Hb. 

To Sundry 5% Red. Preference 
^ Shareholders* A/c 3,00,000 
(Transferred) 

Rs. 

By Balance b/f 3,00.000 

Dr. Premium on Redemption of Share A/c Cr. 

Rs. 1 

To Sundry 57o I^od. Prefenuice j 
Shareholder’s A/c 15000 

(transferred) ' 

R8. 

j By Loss on Redemption 

1 of Share A/c 15000 

Dr. Capital Redemption Reserve Fund Cr. 

Kb. 

To Balance c/d 1,00,000 

Rs. 

By Reserve fund 1 ,00,000 

t (being appropriation 

of 507o Reserve) 

Dr. Sundry 5% Redeemable Pref. Shareholders A/c Cr. 

Bs. 

To Bank A/c 3,15,000 

Rs. 

By 5®/^ Redeemable Pref. 

Share Capital A/c 3,00,000 
Premium on redemption of 
Preference Shares A/c 16000 

315000 ^ 

315000 
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Dr. Share Capital (New issue) A/c Cr« 


Rs. 

To Balance c/d 2,00,000 

Rs. 

i By Sundry Applicants’ A/c 

1 ♦ 2,00000 

2 , 00,000 

2 , 00,000 

Dr. Bank A/c Cr. 

« 

Rs. 

To Balance b/f 

„ Sundry Share Applicants’ 
A/c 2,00.000 

Rs. 

By Sundry S^/o Redeemable 
Pref. Shareholders A/c 

3,15,000 

Dr. Reserve Fund Cr. 

Rs. 

To Capital Redemption 

Reserve Fund 1 , 00,000 

„ Balance c/d 1 , 00,000 

1 Rs. 

' By Balance b/f 2,00,000 


* This figure is worked out on the assumption that the 
amount representing premium was met from the Company's 
normal cash balances. Had not the case been so the figure 
would have been Rs. 2,15,000 in 21500 Shares of Rs. 10 each. 


Q, 6 . (i) Ballygung Chemicals Ltd., has a branch office at 
Madras. On 1 st April, 1955, the Head Office sent to Madras 
Branch goods costing Rs. 80,000 adding 20^/3 to cost. On 30th 
June, 1955, it was found that the branch sold goods for cash 
amounting to Rs. 50,000. Goods of the value of Rs. 2,000 
(invoice price) were returned to the Head Office. Cash received 
from Debtors as on the 30th June amounted to Rs. 50^000» 
discounts allowed to them amounted to Rs. 1,250. The opening 
and closing balances of Stock and Debtors of the Branch were : 
Stock, Rs. 50,000 and Rs. 75,000 respectively and Debtors, Rs. 
75,000 and Rs. 50*000 respectively. The Cash Sales monies and 
collections from the Debtors were promptly sent to the Head 
Office by the branch. The expenses of the branch amounting 
to Rs. 3,000 were met by the Head Office by bank drafts. 

You have been asked to record the above transactions in the 
books of the Head Office. 

(ii) Write short notes on the various methods for the alloca- 
tiep of indirect expenses in Denartmental Accounts in respect 
of Rent, (b) Claries and (c) Electric charges. 
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Ans. (i) Dr. Branch Account 


Or. 


1st Jan. 1955 

To Branch Stock A/c 50,000 
„ Branch Debtors A/c 75,000 
Ibt April 1955 
To Goods Supplied to Branch 
A/c 96000 
i, Bank A/p 3000 

(Branch Expenses) 

30th June 

„ Difference in value of Stock 
12500 

„ Balance Profit 
transferred to 

Gen. P & L A/c 14497 


Rs. 2,50,997 


Ra 

30th June 

By Goods Supplied to Branch 
(Return of goods) A/c 2000 
„ Bank A/c 50,000* 

(Amount of Cash Sales) 

„ Bank A/c 50»000 

(Remmittance from 
Branch Debtors) 

„ Difference in value of 
Stock (opening) A/c 8333 
« Branch Stock A|c 75000 
(closing) 

„ Branch Debtors A/c 50,000 
(closing) 

„ Goods Supplied to Branch 
A/c (Difference of cost and 
invoice value) 15664 

Rg. 2,50,997 


Dr. Goods Supplied to Branch A/c 

Cr. 

Rs. 


Rs. 

To Branch A/c 2,000 

1st April 


(Return of Goods) 

,, Branch A/c 15664 

* (Difference in value) 

By Branch A/o 

1 • 

96,000 

„ Balance transferred 



to Trading Account 78336 



96000 


96,000 


Dr. 

Branch Debtors A/c 

Cr. 

30di June 

To Branch A/c 

Rs. 

30th. June 

50,000 By Balance c/d 

Rs. 

60,000 

Dr. 

Branch Stock A/c 

Cr. 


Rs. 

Rs. 

30th June 

30th June 


To Branch A/c 

75,000 JBy Balance c/d 

75,000 
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Dr. 


Different in value of Branch Stock A/c 


Cr. 


To Balance c/d 


Rg. Rs. 

12,500 30th June 

By Branch A/c 12 500 


N B. The figures for Branch Stock are assumed to have 
been drawn on the basis of invoice value loaded with 20°/o on 
cost. 

(ii) (a) Rent being normally a direct expetiditure can 
be charged directly to the departments concerned on the basis 
of actual incurrence. The basis for calculation of incidence of 
rent on different departments is the proportion of floor space 
occupied by each department. This floor space ratio method 
may not always hold good. In the case of a departmental 
concern handling goods of high value in small bulk and goods 
of low value in high bulk as well the application of ‘'floor space” 
method will be proved unsuccessful. In such cases the basis for 
allocation of rent will be the proportion of value of stock held 
by the departments. 

(b) Salaries also being an item of direct expenses can be 
easily apportioned between the departments according to ^he 
extent of services rendered for the different departments. 
This will be possible only when the services of each employee 
can be measured department wise. In other cases however 
where this sort of measurement is not practicable the ratio of 
sales as between the different departments will constitute the 
basis for allocation of salary charges. 

(c) Electric charges can be allocated on the basis of ratio 
of floor space occupied by .different departments. Alike Rent* 
Electric charges can also be allocated on the basis of value of 
stock held by the different departments. The ratio of sales of 
different departments does also form a basis for allocation of 
Electric charges. 

It is to be borne in mind that the necessity of maintaining 
simplicity in accounts should not be lost sight of in introducing 
the departmental accounts. In order to ensure this desired 
object the ratio of turnover or ratio of gross profit can be taken 
as a bt^is for allocation of both direct and indirect expenses 
where, allocation of different expenses on different methods 
off ert complexities in accounts. 


r* Q- 7. (a) What are the main features of Double Account 
System of Book-keeping ? 

: The undermentioned particulars have been collected 

tbe books of Nabagram Electric Corporation Ltd,, for the 
yeHei ended 81st December, 1954 : — 
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60.000 ordinary shares of Es. 10 each ... 6,00,000 

20.000 Preference Shares of Rs. 100 each ... 20,00,000 

Expended on Purchase of Land 10,00,000 

,1 ,» Buildings 8,05,000 

„ „ Mains and Service Pipes ... 75,000 

„ „ Distributing Stations ... ... 60,000 

„ „ Meters 30,000 

„ „ Transformers... 12,000 

„ • „ Public Lamps 20,000 

„ „ Electrical Instruments ... 15,000 

„ „ Parlimentary Expenses ... 5,000 


During the year 1955, the following further expenses were 
incurred ; Buildings, Rs. 20,000, Meters, Rs. 10,000, Transfor- 
mers, Rs. 12,000 and Public Lamps, Rs. 5,000. 

You are asked to give the Capital Account for the year 
ended 31st December, 1955. Prepare also a General Balance 
Sheet as on the 31st December, l955 out of imaginary figures. 

(c) How are Depreciation and Repairs and Renewals dealt 
with under Double Account; System ? 

Ans. (a) The main feature of Double Account system 
lies in the fact that the assets and liabilities of the undertaking 
arc shown under two distinct groups e. Capital Account and 
General Balance Sheet. The Capital Account contains the 
receipt and expenditure on Capital Account. Capital raised 
by issue of Shares, Stocks & Debentures etc. are shown on the 
credit side and the amounts spent for acquiring the different 
•fixed assets required for working of the undertaking are shown 
on the debit side of the Capital Account. The difference 
between the two sides will represent working capital. The 
General Balance Sheet is however cast in the usual method 
showing only the floating assets and liabilities. The debit 
total and credit total of the capital Account are shown 
respectively on the asset side and liabilities side of the General 
Balance Sheet. Practically the balance of capital account will 
constitute the item of Capital in the General Balance Sheet. 

The object of the Double Account system is to show in 
details the amount of capital utilised for purposes of acquiring 
fixed assets of the undertaking. This system is compulsory in 
the case of Railways, Electric Lighting Companies, Gas Supply 
Companies and similar other undertakings incorporated under 
special Acts of Parliament. Forms of Accounts, other books etc. 
required for the different types of undertakings are specified in 
the statute and Accounts are t^ be drawn in accordance with 
•the statutory provisions applicable to the undertaking. 



Nabagram Electric Supply Corporation Ltd- 

SCHEDULE III— Capitil Account for the year ended Slst December, 1955. 
( Prescribed under the Indian Electricity Act; 1910. ) 
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SCHEDULE VIII 
General Balance Sheet 


for the year ended on 31st Dec. 1955 


Liahilities Bs* 

To Capiteil Account 

Total Receipts 25,00,000 
to 31.12.55 as per 
Scheduled III 
„ Sundry Creditors 
due on Construction 
of Plant, Fuel, Stores 
etc. . • • . « 

„ Sundry Creditors on 

open Accounts 

Net Revenue Account . . ■ 
,, Reserve fund 

„ Depreciation Fund 
Other liabilities 
Arrears of Dividend 


Total Ks. 39,16,000 


Assets Rs 

By Capital Account 
Total expenditure 
to 31.12.55 as per 
Schedule III 20,59,000 

„ Stores on hand 

„ Sundry Debtors 

„ Securities & 

Investment (at cost) 

,, Other items : 

Accrued Interest 

Prepaid Expenses 

„ Cash at Bank 

on current Account 

on Fixed Deposit 

„ Cash in hand 


Total Rs. 39,15,000 


(c) Under the Double Account system fixed Assets are 
shown in the accounts at their original costs without deducting 
any depreciation therefrom. The depreciation is provided^ for 
by making annual charge to Revenue Account and crediting 
the same to a fund known as Depreciation fund. The 
Depreciation fund appears on the liability side of the General 
Balance Sheet. The amount representing Depreciation fund 
is invested in guilt-edged securities outside the business. In 
that case the investment appears in the General Balance Sheet 
under the distinct head “Depreciation Fund Investment. 

Under the Double Account system all Repairs and Renewals 
are charged to the Revenue Account of the period in which 
they are incurred. As such the charge in respect of repairs 
and renewals will be unequal. A great inconsistency in the 
system lies in the fact that during the later part of life of an 
asset the charges for repairs and renewals are heavy when the 
services from the assets remain more or less constant over the 
number of years through which the asset is in use. In order to 
spread over the burden of Repairs A Renewal charges a Reserve 
Account for Repairs & Renewals is created by making a charge 
of a fixed amount to. the Revenue of every year. The actual 
amount of Repairs & Renewal charges is set off against this 
reserve. The credit balance of Repairs and Renewals Reserve 
.Account is shown in the GeneraFBalanoe Sheet. 
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Q. 8. The following particulars have been taken out from, 
the Costing Department of Shyambazar Engineering Co. Ltd.». 
for the year ended 31st December, 1955 


Job No. 1. 

Direct Materials 

Rs. 

10,500 


Direct Wages 

25,000 


Ghargable Expenses 

4,500' 

Job No. 2. 

Direct Materials 

• •• ••• 15,000 


Direct Wages 

... . ... 20,000 


Chargable Expenses 

5,000 


The works on cost is 80% of Direct Wages and Office and 
Administrative on cost is 40% of works cost. 

Yoii are asked to find the prices at which the two jobs will 
earn a profit of 25% on the cost of sales if the Selling and 
Distribution charges amount to 20% of the total of Works Cost 
and Administration expenses. 


Estimate of Cost 

« 

Indicating Works cost, Total cost, Cost of Sales & Selling Price. 



Job No. I 

Job No. n 

Direct Materials 

10.500 

15,000 

Direct Wages 

25,000 

20,00a 

Chargable Expeuses 

4,500 

5,000. 

Prime Cost 

40,000 

40.000 

Works Oncost — 80% of Direct wages 

20,000 

16.000 

Works Cost 

60,000 

66,000 

Cl ] Office and Adminiatrative Oncost — 40% 
of Works Cost 

24,000 

22,400 




84,000 

78,400 

Selling & Distribution charges — 20% of 

Works Cost 

16,800 

15,680 

TifWCfV*- ‘V' Selling Cost 

1,00,800 

94,080 

EBtimat^,Pro&t of 25% on Cost of Sales 

25,200 

23,520' 

SellingiPiioe Bs. 

1,26,000 ^ 

1,17,600 
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Q. 1. The following is a list of balances in the Bombay 
b^'anch books as on 31st December, 1955 


Bs. 


Head Office Account (Calcutta) 

a • • 

2,08,000 

Sale 

• • • 

2,26.000 

Purchases 

• •• 

2,61,604 

Wages and Salaries 

• • • 

43,868 

Freight and Insurance ... 

• •• 

26,608 

Generali Expenses 


31,248 

Bank Balance (Dr) 


12,641 

Cash in hand 

... 

1,563 

Debtors 


1,06,462 

Creditors 


60.318 


* Stocks at Bombay on 31st December, 1955 were valued at 
Rs. l,48,500/“.Head office account balance includes Rs. 5,000/- 
being remmittance-in-transit as on December 3l, 1955. 

Show the Journal entries incorporating the above items- 
in the Book of the Calcutta Head Office. 

Ans. Journal Entries 

(1) ' Branch Trading A/c Dr. Rs. 2,88,2l2 

To Branch A/c Rs. 2,88,212, 

[ Being the incorporation of undermentioned items in the- 
Branch Trading Account : — 

Purchases Rs. 261604 “| 

Freight 26608 J. 

^(2) Branch A/c Dr. Rs. 3,74,176 

To Branch Trading A/c Rs. 3.74,176. 

[ Being the incorporation of undermentioned items in the 
Branch Trading Account : 

Sales 2,25,676 “I 

Stock 1,48,500 J. 

(3) Branch Trading A/c Dr. Rs. 85964 

To Branch Profit & Loss A/c Rs. 85964. 

[ Being the transfer of gross Profit to Branch Profit & L(jss 
Account ]. 

(4) Branch Profit & Loss A/c Dr. Rs. 75>116 

To Branch A/c Rs. 75,116. 

[ Being the incorporation of undermentioned items in the 
Branch P & L Account : — 

Wages & Salaries Rs. 43868 1 
General Expei^ies 31248 J. 
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X5) Branch Profit & Loss A/c Dr. Rs. 10,848 

To General Profit & Loss A/c Bjs. 10,841:^ 

[Being the transfer of Branches net profit to General 
P & L Account. ] i 

{6) Remittance in Transit A/c Dr. Rs. 5000 / 

To Branch A/c Rs. 

[ Being the adjustment of remittance by Branch n^received 
till 31st Itec. ue. date of closing. ] 

X7) Branch Cash Dr. 1563 ^ 

Branch Bank A/c Dr. 12641 

Branch Debtors A/c Dr. 106462 

To Branch Account Rs. 2,69,166. 

[ Being the incorporation of Branch Assets in accounts. ] 

<8) Branch Account Dr. Rs. 50318 • 

To Branch Creditors A/c Rs. 50,318. 

[ Being the incorporation of Branch liabilities in accounts ] 

Note ‘.—On the next opening day reverse entries will be 
passed in respect of Branch Assets and Branch Liabilities ; the 
ditference between the two will be shown as balance in Branch 
Account, This balance will represent the Head office’s dues 
from the Branch including the net profit as disclosed by -.the 
Branch Profit & Loss Account. 

• 

' . Q 2. On 1st January, 1950, Messrs X y. Z- & Co., took 
delivery, from Autocar Ltd., of 5 Motor Vans on a hire-purchase 
system, Rs. 2,000/- being paid on delivery and the balance in 
five instalments of Rs. 3,000/- each, payable annually on Slst. 
December. The Vendor Company charges 5% interest per 
annum on yearly balances. The cash-down value of the five 
vans was Rs. 15,000/-, 

Show the Vendor’s account, Interest account and the Motor 
Vans account in the books of X. Y. Z. & Co., for the five years. 
Provide depreciation at the rate of 20% on the diminishing 
balances. Adjust any difference in the fifth year’s accounts. 

Ans. Dr. Autocar Ltd. (Vendors) A/c Or. 


, 


Ks. 


Bs. 

1*950 



1950 


Ist. Jan. 

To Bank A/c 

2,000 

j Jan. 1 By Motor Van A/c 2000 

Dec. 31 

„ Bank A/c 

! 3,000 

Dec. 31 





By Motor Van A/c 

2350 


Bs. 

5,000 

Interest A/c 

.650 


Pa 6000 
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1951 

Dec. 31 To Bank A/c 3,003 


Rb. 3.000 


1952 

Dec. 31 ^ To Bank A/c 3,000 


Bs. 3, COO 


1953 

Dec. 31 To Bank A/c 3,000 


Rs. 3.000 


1954 

Dec. 31 To Bank A/c 3,000 
Rs. 3,000 


1951 
Dec. 31 

By Motor Van A/c 2468 
„ Interest A/c 532 

Rs. 3000 

1952 
Dec. 31 

By Motor Van A/c 2591 
„ Interest A/c 409 

Rs. 3000 

1953 
Dec 31 

By Motor Van A/c 2720 
„ Interest A/c 280 


Rs, 3000 


1954 

Dec.-31 

By Motor Van A/c 2871 

„ Interest A/c 129 

Rs. 3000 


[ The last year’s debit to Motor Van has been found out by 
•casting a balance between the total debit to Motor Van prior to 
1954 and the Gash down value of the same. Any difference due 
to finding out the amount of debit to Motor Van has been 
adjusted in Interest for the last year ]. 

A Specimen of ‘Journal’ to record the instalments and 
ipayments thereof in Vendor’s Account is given below : 


•On Instalment being due : — 
31st. Dec. ’50 

Motor Van A/c Dr. 2350 
Interest A/c Dr. 650 

To Vendor’s A/c 3000 


On payment being made : — • 
3l8t Dec. ’50 

Vendor’s A/c Dr. 3000 
To Bank A/c 3000 
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Dr. Motor Van Account Cr. 


Bs. 

1950 
Jan. 1 

To Autocar Ltd A/c 20u0 
Dec. 31 

To Autocar Ltd. A/c 2350 


Bs. 4350 

1951. Jan. 1. 

To Balance b/f 1350 

Dec. 31. 

To Autocar Ltd. A/c 2468 


Bs. 3818 


1952, Jan. 1 

To Balance b/f 1418 

„ Autocar Ltd. A/c 2591 

Bs. 4009 


1953, Jan. 1. 

To Balance b/f 2089 

Dec. 31. 

To Autocar Ltd. A/c 2720 


Bs. 4809 


1954, Jan. 1. 

To Balance b/f 3273 

Dec. 31. 

To Autocar Ltd. A/c 2871 
Bs. 6144 


1955. Jan. 1. 

To Balance b/f 4915 


195o, Dec. 31 

Bs. 

By Depreciation A/c 
(20% on 16000) 

„ Balance c/d' 

3000 

1350, 


' Bs. 4350 

1951, Dec. 31, 


By Depreciation A/c 
(20% on 12000) 
t» Balance c/d 

2400 

m&. 

1952, Dec 31. 


By Depreciation A/c 
(20% on 9600) 

„ Balance c/d 

1920. 

2089 


Bt. 4009. 

1953, Dec. 31 


By Depreciation A/c 
(20% on 7680) 

„ Balance c/d 

1536 

3273. 


Bs. 4809. 

1954, Dec. 31. 


By Depreciation A/c 
(20y^ on 6144) 

„ Balance c/d 

1229 

4915 


Bs. 6144 


llote The Depreciation is brought into account by 
delltilEig Depreciation Account alA! crediting the account of the 
aswl^ili ^tiMtion. The Depreciation Account is annuidly closed. 
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by transferiDg the same to Profit & Loss Account. Another 
opinion is also there according to which Depreciation of Assets 
acquired under Hire Purchase System is provided for by 
creating a Depreciation fund out of annual profits. Under this 
method the asset in question appears in the book value without 
any deduction for depreciation. 


Dr. Interest Account Cr. 


1950, Dec. 31 

Bs. 

'50, Dec. 31 

Ra, 

To Vendor’s A/c 

(Int. (S 5*/o on 13000) 

650 

By P & L A/c 
(transferred) 

650 

’51, Dec. 31 


’51, Dec. 31 


To Vendor’s A/c 
(Int. @ 57 o on 10,650) 

532 

By P & L A/c 
<transferred) 

532 

t 

’52, Dec. 31 


’52, Dec. 31 


To Vendor’s A/c 

lint. @ 57o od 8i82) 

409 

By P & L A/c 
(transferred) 

409 

’53, Dec. 31 


’53. Dec. 3l 


Vendor’s A/c 
(Int. @ 5Vo on 5591) 

280 

By P. & L A/c 
(transferred) 

280 

’54, Dec. 31 


’54, Dec. 31 


To Vendor’s A/c 

129 

By P & L A/c 

129 


N. B. The last year s interest represents the adjusted 
amount. The amount has been calculated by deducting the 
last instalment of cashdown value from the instalment money. 
Notes at the foot of V^endor’s Account will indicate the basis 
of computing the figure for last instalment of cash down value 
of the motor cars in question. 

Q. 3. Draw out a Fro-Fonna Balance Sheet of a limited 
company under the Companies Act^ 1956, inserting the ma^ 
group heads ; use imaginery figures. ^ ' 
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Q. 4. The Directors of a limited company possessing secret 
reserves, estimated at Rs. 8,00,000/-, decided to adjust the 
Balance Sheet figures so as to disclose the true position. 
Bs. 8,00,000/- is made up as follows : — 

Rs. 

(r) Deduction of 10**/o from the value of stock . - 85,000 

{a) Profit on sale of investments utilised in 

reducing the value of the remaining investments 


below cost and market price. 1,00,000 

{Hi) Over- provision for taxation reserve ... 50,000 

(iv) Under- valuation of Machinery, resulting from 

excessive provision for depreciation ... 5,50,000 

(u) Motor vans written of ... ... 15,000 


That portion of Rs. 8,00.^00/- which represented loss of 
revenue in the past is to be placed in a Dividend Equalisation 
Account. The remainder is to be placed to a Pension Fund, an 
equivalent amount being specifically invested in Gilt-edged 
securities so as to provide for the payment of the pensions. 

Give Journal entries to record these transactions. 

Ans. In Oder to give effect .to the arrangements, the undue 
deductions, excessive depreciations etc. are to be replenished by 
raising the values of the assets to the extent those had been 
written down. As a result, entries will have to be passed to 
appreciate the value of stock by Rs. 85,000 and that of Motor 
Vans by Rs, 15000, The figures for Investment and that for 
Machinery will have to be increased by Rs, 1,00,000. and 
Rs. 5,50,000. Reserve for Taxation will also have to be debited 
by Rs. 50,000. 


Journal Entries 


(1) Stock A/c Dr. 


Bs. 

85,000 

Investment A/c Dr. 


9i 

1.00.000 

Reserve for Taxation A/c Dr* 

1* 

50.00(^ 

Machinery A/c 

Dr. 

l» 

5,5C.000 

Motor Vans A/c 

Dr. 

9> 

15.100 


To Revaluation A/c 8,00,000. 

( Excessive depreciation over provision etc. previously made 
ROW being adjusted ) 

(2) Revaluation A/c Dr, Rs. 8,00»000 

To Dividend l^ualisation fund Rs. 7,00,000 
„ Pension Fund „ 1,00,U00. 

{ Fund available from revaluation now being appropriated ). 



1958] 


ADVANCED ACCOUNTANCY 


183 


(3) Pension Fund Investment A/c Dr, Bs. 1,00,000 

To Bank A/c Ra. 1,00,000. 

( Amount equivalent to credit given to pension fund being 
invested ). 

Note : — The write back in Stock, Reserve for Taxation, 
Machinery, Motor Vans will constitute the figure for Dividend 
Equalisation Fund. The Pension Fund is to be created by the 
balance left in the Revaluation Account after making the 
provision for Dividend Equalisation Fund. 

Q. 5. JT, a merchant, found himself in financial diflBculties 
and called a meeting of creditors, with the result that it was 
arranged for him to assign all his assets and liabilities to a 
Syndicate of 14 creditors, who undertook to advance Rs. l0,000/- 
each for the purpose of paying a composition of 50 nP. in 
the rupee and providing funds for the business to be carried 
on by the Syndicate. All the creditors agreed to the foregoing 
arrangements. 

The position of the business according to the books as on 
1st June, 1957 (the date of the assignment) was : — 


BALANCE SHEET 

Liahilities Assets 



E3. 


Rs. 

Trade Creditors 

... 2,28,960 

Leasehold Premises ... 32,500 

Creditors for 


Furniture etc. 

... 5,650 

Expenses 

1,330 

Stock 

... 43,260 



Debtors 

... 21.600 



Cash in hand 

350 



Cash at Bank 

100 



Capital A/c. — X 

... 1,26,840 


Ra. 2,30.290 


Rs. 2,30,290 


Furniture etc. were to be revalued at Ra. 3,000f-, Stock 
at Rs. 40,000/- and a reserve of Rs. 2,500/- was to be made in 
respect of baa debts. 

* Show the Journal entries in the books of the Syndicate 
giving effect to the above and prepare the Balance Sheet as at 
2nd, June, 1957. • * 
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Ans. In the books of the Syndicate 
Journal Entries 

(1) Leasehold Premises A/c Dr. Rs. 32500 


Furniture 

A/c 

Dr. 

„ 3000 

Stock 

A/c 

Dr. 

„ 40, '00 

Debtors 

A/c 

Dr. 

„ 21,600 

Cash 


Dr. 

„ 350 

Bank 

A/c 

Dr. 

„ loo 

DefBciency A/c 

Dr. 

„ 20095 


To Reserve for Baddebis A/c RlS, 2,500 
„ Creditor s A/c Rs. 1,15,145. 

( Being the taking over of the assets of X, the merchant, at 
the agreed value as per resolution of the creditor’s meeting 
against the creditors claim to the extent of 50 nP. per Rupee ). 
(2) Bank A/c Dr. Rs. 1,40,000 

To Syndicate Fund Rs. 1,40.000. 

( Being the amount brought in by 14 Creditors at the rate 
of Rs. 10,000 each ). 

Balance Sheet as on 2nd. June 1957 

Liabilities Jls. Assets Bsi 

1,15,145 Leasehold Premises 3250 

1,40,000 Furniture 3000 

Stock 40,000 

Sundry Debtors 21,600 
Less ” Reserve for 

Bad Debts 2500 

19100 

. Cash 350 

Bank 1,40,100 

Defficieney 20(>95 


Total Rs. 2,55.145 Total Rs. 2^55,145 

Q. 6, The following information has been obtained in 
connection with the completed Work Order No, 85 : — 

Rs. 

Materials Requisitioned ... ... 6,000 

Wages Booked ... ... 4,000 

Chargeable Expenses ... ... 80 

Factory Overhead is to be charged at 60®/^ of Direct Wages 
and Selling, Distribution and administrative Overhead at 25^/^ 
of Works Cost. 


Creditors 
Syndicate Fund 
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It is subsequently discovered that out of the requisitioned 
materialsi those valued at Rs. 200 were transferred to work 
order No. 97 and those va.lued at Rs. 100 were returned to 
Stores. Also, the wages booked included Rs. lOO, being wages 
of two mechanics engaged in the repairing of Plant in the 
Production Shop. 

Give the necessary Journal entries to show the above 
transactions and draw up the account of the Work Order No, 8& 
in the Cost Ledger. 


Ans. Journal Entries 

(1) Work order No. 85 A/c Dr. Rs. 10,080 

To Materials Direct A/c Rs. 6000 

„ Wages Direct A/c Rs. 4000 

„ Chargeable Expenses A/c Rs. 80. 

( Being the amount of Direct materials supplied, direct 
wages paid and chargeable expenses incurred debited to the 
work order ). 

(2) Work order No. 97 A/c Dr. Rs. 200 

To order No. 85 A/c Rs. 200. 

( Being the transfer of materials charged to workorder 
No. 85 to workorder No. 97 ). 

(3) Stores Return A/c Dr. Rs. lOO 

To Work Order No. 85 A/c Rs. lOO. 

( Being the return of materials to Stores ). 

(4) Production shop A/c Dr. Rs. 100. 

To Work Order No. 85 A/c Rs. 100. 

( Being the transfer of wage chauges to the extent of Rs. 100' 
to the repairing of plant in Production Shop ). 

(5) Work order No. 85 A/c Dr, Rs. 2340 

To Factory overhead A/c Rs. 2340. 

( Being the amount of Factory overhead calculated at GO**/© 
of Direct wages charged to work order No. 85 ). 

(6) Work order No. 85 A/c Dr. Rs. 3005 

To Selling, Distribution & Adm. Overhead A/c 

Rs. 3005. 

( Being the amount of Selling, Distribution & Administrative 
overhead calculated at 25®/o of works charged to work order* 
No. 85 ). 

(7) • Completed work A/c Dr, Rs, 15025 

To Work Order No. 85 A/c Rs. 15025. 

( Workorder being completed:^, • 
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Amount 

200 

100 

100 

15025 

15425 

t 

Particulars 

By Transfer of mate- 
rials to Work 
order 97 

„ Transfer of mate- 
rials to stores 

„ Transfer of wages 
to repairs of 
Plant in Produc- 
tion Shop 

„ Completed work 
A/c — transfer of 

1 Total Cost 

Date 


Adin 

overhead 

1 

3005 


Factory 

overhead 

2340 

1 


Charge- ! 
able Kx- 1 
penses 

o 

00 


QO 

4000 

Materials 

1 

6000 

1 


1 Total 

1 

6000 

4000 

80 

2340 

3005 

15425 

Particulars 

To Materials 
„ Direct wages 
„ Chargeable 
Expenses 

„ Factory 'Overhead 
( 6 O 56 of "Direct 
wages) 

„ Selling Distri- 
bution & office 
overhead (25% of 
Works cost) 

Date 
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Qt 7. The Directors of a Company contemplate making an 
issue of Redeemable Preference Shares and ask your advice upon 
the following points : — ’ 

(a) What procedure is to be followed for making the 
issue ? 

(S) How can redemption is due course, is to be effected ? 

(c) What effect will the redemption have on the Balance 
Sheet of the compay ? 

Draft a reply to the Directors covering the above points. 

Ans. 

To 

The Directors 

Co. Ltd. 

Subj. : Issue and redemption of 

Redeemable Preference Shares. 

Dear Sirs, 

In reply to your letter on the subject seeking advise 
Tegarding issue of redeemable Preference Shares attention is 
invited to Sec. 80 (1) of the Companies Act, 1956 which serves 
as an authority for issue of such shares. Under the provisions 
of Sec. 80(1). The Indian Companies Act, 1956 a Company 
limited by Shares can issue redeemable Preference Shares 
jprovided the Articles of the Company do authorise such issue. 
The act also provides that even a Company not having the 
clear provisions in the Articles niay also issue such shares 
provided the issue is covered by a special Resolution passed to 
that effect. Shares fo issued are liable for redemption at the 
option of the Company and for the purposes of redemption it is 
provided that : 

(a) No such shares shall be redeemed except out of profits 
• of the firm or out of the proceeds^ of a fresh issue of such shares 

made for the purposes of redemption. 

(b) No such shares are redeemable unless those are fully 
paid up. 

fc) Thf' premium payable on redemption shall have to be 
provided lur beforehand out of the profits of the firm. 

(d) Where any such share is redeemed except out of the 
proceeds of a fresh issue, a Capital Redemption Reserve Fund 
is created out of profits with a sum equal to the nominal amount 
of the Shares redeemed and such redemption will not deemed to 
have reduced the authorised Capital of the Company. 

Subsection (4) Section 80 of the Indian Companies Act> 
1956 also lays down that : 

Where shares are redeemed out of the proceeds of fresb 
issue of shares up to the nominal amount of the shares 
redeemed, the Share Capital of the Company shall not for the 
purposes of calculating fees ^yable U/s 601 of dlhe Indian 
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Companies Act, 1956, be deemed to have been increased by the 
shares provided the old shares are redeemed within one month 
after the issue of the new Shares. 

The redemption of shares will affect the Balance Sheet 
differently according to different methods of redemption. In 
the event of Shares being redeemed out of profits an account 
under the head “Capital Redemption Fund** on the liabilities 
side will be debited. Redemption under this method will causo 
reduction of ^issets mainly cash and Bank balances. On the 
other hand if the shares are redeemed out of the proceeds of' 
fresh issue, the total asset will not record any reductions Under 
this method Share Capital Account on the liability side will 
only bear the record of redemption and fresh issue of Shares 
and there will be no change in the total figure of liability side. 
Both Cash and Profit & Loss Account will however be affected 
with the consequential amount of premium, if any, payable on 
redemption. The amount received by way of issue of new 
shares will be utilised in paying off the old shares and thereby 
the total asset will remain as usual. 

The General principle guiding the issue and redemption of 
shares have been enumerated above. If there is any special 
provision in the articles, those provisions may be accomodated 
while giving effect to the issue and redemtion. Furthe]* 
suggestions in the matter will be offered on being specially 
heard to that effect. 

Yours faithfully 

-Auditors. 

[ Since a draft reply from the side of the auditors has been 
required, the chief points have been incorporated in the body 
of the letter without summarising the same in a tabular form. 
The procedure for making such issue and the procedure for 
redemption have all been discussed in short in the first and 
second paras of the letter. The penultimate para of the letter 
deals with the effect of such redemption on Balance Sheet ]. 

Q. 8, (a) State principles laid down in the case — Gorner ^v,s. 

Murray. 

(5) Illustrate the principles by passing entries with 
imaginary figures. 

(c) Criticise the decision in the above ease from accoun- 
tancy point of view. 

Ans. The decision in the Case-Garner Vs. Murray gives 
a ruling on the question of adjustment of losses arising out of 
.indebtedness of a partner in a firm. The principles laid down in 
Owner Vs. Murray case are that in the absence of ’any agreement 
to jTiontraTy the unrealisable portion of a partners debt to 
is to be bbrne by the other solvent partner/ partners in 
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proportion to their Capitals provided they bring in first cash to 
the extent of their respective share of loss o^ realisatiout 
Under this method the debit balance of insolvent partner's 
Capital Account is to be written off by making a charge to the 
solvent partners’ Capital Accounts in the ratio of their Capitals. 
This method therefore imposes that in order to be covered by 
the provisions of the case, each partner should bring in cash 
equivalent to the amount of loss charged to his account. 
"The main idea behind introduction of such provision is that 
with the iielp of this method we may bring down the Capital 
balance to that figure at which the same did stand prior to 
charging loss on realisation thereto. 

(b) To explain the case in greater details the under 
■mentioned illustration may be based upon. 

Illustration : 

A, B & C are partners sharing profits and losses equally. 
On the dissolution of the partnership the position stood as 
follows : — 


LiahiHtip8 Ks. I Assn f 8 Rs . 

A's Account 2000 Cash 2400 

iB s Account 1500 C's Account (overdrawn) 500 

Loss on Realisation 600 

3500 3500 


Give the entries to show the amounts payable to A and B 
assuming that C becomes bourupt and is unable to pay anything 
towards his debts. 

Journal "Entries 

Capital A/c A Dr. Rs. 200 
Capital A/c B Dr. „ 200 
Capital a/c C Dr» »i 200 

To Loss on Realisation A/c Rs. 600. 

( Loss on realisation being distributed ). 

Bank A/c Dr. Rs. 400 

To Capital A/c A Rs. 200 
„ Capital A/c B Rs. 200. 

( Being the amount brought in by A & B to make good ; 
’their respective share of loss on realisation ), 

Capital A/c A Dr, Rs. 400 
Capital A/c B Dr. „ 300 

To Capital A/c ‘C' Rs, 700, 

( Being the deficiency in respect of C’s account charged^ 
1 k> capital accounts A and B iii proportion to their capitals 
are in the ratio of 4 : 8 ). 
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Capital A /c A Dr. Rs. 1600 
Capital A/c B Dr. Rs. 1200 

To Bank A/c Rs. 2800. 

( Being the final payments to A and B ). 

(c) The justice in the decision has been subjected to severe- 
criticism in the hands of the majority of professional Accountants.^ 
Ihe system of making the solvent partners bring their respective 
share of loss on realisation in cash is considered unnecessary and 
superfluous. The only argument which can be put fo^rward in 
favour of the system is that since the insolvent partner's- 
deficiency is to be borne by the solvent partner's according 
to their respective Capitals as they stood prior to the charging 
of such loss, the bringing of cash to the extent of loss on 
realisation by the solvent partners will bring their Capitals* 
to that figure at which those did appear prior to charging the 
loss on realisation to their accounts. But this difficulty we can 
very easily obviate if we maintain the partner's accounts on 
Fixed Capital Method. A very glaring inconsistency in this* 
method is that a partner even if he is solvent will not be 
required to contribute towards the deficiency in another 
partner’s Capital Account if it so happens that his (solvent 
partner) account shows debit balance for the time being as the - 
distribution of deficiency is based on capital ratio. The rule 
prescribes two different rates for distribution of Trading Loss, 
and Loss due to Capital deficiency of an insolvent partner and 
thereby the solvent partners are made to share the loss arising 
from the insolvency of a partner in a manner different from 
that at which they have been sharing profits and losses hereto 
before. Hence the introduction of this distinction in the matter 
of writing down loss on realisation and adjusting the loss due 
to insolvency of a partner is viewed as illogical. 

One thing however cannot be ignored that writing down of 
loss due to insolvency of a partner is different from transfering 
annual trading profit or loss and hence it attracts ^some 
differential treatment no doubt. If this adjustment is 
considered as a part repayment of partner’s Capitals evidently 
it will justify that the rate at which Capital had been 
contributed should be applied also in the matter of repayment 
thereof. From this point of view the application of (Capital 
contribution ratio appears to have some justification.. Simplicity 
of method is counted much in accounts. From the view point 
of simplicity the introduction of a method whereby the solvent 
partners are to bring cash to the extent of loss on realisation 
^and to withdraw snlmquent cash as refund of^their Capital in 
l^e business cannot be encouraged. 








